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CHINA AND INTERNATIONAL COMMUNISM 


While the West German Chancellor predicts a 
great shift towards the West in Soviet policy—and 
finds his prediction almost immediately confirmed 
by sweeping Soviet proposals for the betterment 
of relations with Germany—and while the Japanese 
acting Prime Minister Kishi is pushing a drive to 
restore Japan’s former position in Asia with great 
emphasis on economic development, the Chinese 
Prime Minister has been touring Asian countries 
and involving himself deeply in the ideological poli- 
tics of Communist Europe. This may have been 
not so much a chosen course of action as one im- 


‘posed upon him, but its wisdom is to be doubted. 


It has been a long and exhausting tour, with 
more problems below than were allowed to appear 
on the surface. There is no better-tempered states- 
man anywhere, and only orice did his almost super- 
human imperturbability desert him. Tired of travel 
and of it all, and perhaps tired most of all of the 
perpetual Press interviews and heckling about ‘the 
ten or a dozen American prisoners whom Peking 
refuses to liberate, he became really angry, and 
was provoked into what is a virtual admission of 
the failure of his mission insofar as Asia is con- 
cerned. “Why don’t our Asian countries appeal on 
our behalf to the United States to change its policy? 
Why not? We have all suffered. We have suffered 
from Colonialism. Why should we always pay 
attention to the words of Western countries, 
especially the United States?” One might gather 


from this, even if there had been no other evidence 
to support it, that the effort to unite Asian coun- 
tries on the one and only ground that they do in 
fact have in common—anti-Colonialism—has failed. 


There are divisions far more important within 
a purely histrionic unity that has no basis whatso- 
ever in history. Indonesia has her own divisions 
which not all the Irian smoke-screens can disguise. 
Malaya, alas, finds her own divisions growing in im- 
portance as “Colonialism” recedes. Kashmir is 
more vital than any mere political catchword—more 
vital to both India and Pakistan than any issue now 
relating to their relations with Britain or the other 
members of the Commonwealth. The Arab League 
makes gestures of solidarity, Syria and Egypt even 
talk of federating. But there is the Baghdad Pact 
and its four stout Muslim nations. Divided Viet- 
nam, divided Korea, divided Laos, contrast vividly 
with Japan emerging strongly with considerations 
of co-operation with the United States equal in 
significance to Peking’s commitments to the Soviet 
Union. But while Mr. Chou En-lai appears all for 
the Warsaw Pact, he seems against the recent re- 
ports of a revival of the old Stalinist Comintern on 
perhaps a less illiberal basis. When asked whether 
China would co-operate in such a move he replied 
that when he was recently in Moscow he had heard 
nothing of such a move; “nor have we contemplated 
anything of the kind.” And China’s position in the 
Communist world has become so important now that 
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this will be inevitably interpreted as meaning such a project 
is not being considered at this juncture. 


What is important is that the attempt to create separate 
racial or geographical borders for harmony and hostility has 
demonstrated its futility. Sooner or later realistic states- 
manship will have to come round—or return—to the view 
that the world is one, and that much wider views must be 
taken if the world is to get out of its troubles. If the 
Bandung climate became general, the nations of Asia would 
be left to settle their own quarrels—not quite so inviting a 
prospect when Kashmir, and other causes of sharp discord, 
are viewed; the nations of Europe would in turn soon dis- 
interest themselves in the problems of Asia, while North 
America would in disgust revert once more to Pan-American 
isolationism. Anti-Colonialism is merely anti-foreignism all 
over again, and just as out-dated and unrealistic. 


It is necessary to change the emphasis from harping on 
a dead past to the building of a better future. There was 
something of that spirit in the Joint Statement issued in 
Colombo which seems an inevitable milestone in all these 
incessant Travels of State nowadays. “This is a transitional 
period of world history. In eras such as this it is not un- 
usual to find divergent outlooks and varying conceptions of 
society. But we believe that nations can live in peace with 
each other despite these divergencies and different sociab 
systems.” That is a very smooth combination of Ceylonese 
rhetoric and Chinese Communist co-existence doctrine. But 
it cuts no ice at all. There are intensely practical problems 
of co-existence and co-operation within every one of the 
nations of the Asian Continent as well as between them, and 
another Bandung ought really to await some settlement both 
of the internal and the “neighbourly” problems before try- 
ing a second venture on a basis no more fruitful than neu- 
tralism and anti-Colonialism. Unhappily, the climate is 
good neither in East nor West for a great surge forward. 
The skies everywhere are darker, not clearer, and the time 
calls for hard spadework, gardening and growing of the 
tougher manual type, rather than for word and world- 
building. 


Certainly in the Communist world the eye is still turning 
slowly, if not very effectually, inward. The Soviet Army 
were as successful in Budapest as were the Israelis in Sinai 
and as the Anglo-French forces were not in the Canal zone. 
But beneath the order and quietude imposed by the tanks 
the mind still stirs with new thoughts and the oldest of all 
aspirations. More than 1,500 students in Sofia University 
have been expelled because of their sympathy with the Hun- 
garian students, and many others have been arrested and 
cent to concentration camps. The Hungarian revolt led to a 
great wave of anti-Soviet feeling in all the satellite States 
as well as in other parts of the world, and this has uniformly 
turned toward anti-Party hostility even among the Com- 
munists themselves. In Budapest the reversion to the 
hateful and lawless processes, which make Communism so 
detested as well as feared, has done much to stifle the 
symptoms without removing but rather deepening the causes. 
Even the defenders of the Kadar regime, while declaring 
that reports of mass executions are lies, admit the unpopu- 
larity of suppression. In Budapest the university reopened 
with grim warnings—and many missing. The ferment 
among the student class has spread likewise to the Soviet 
Union. It is a reversal of the great tide that set in after 
the Soviet Revolution, and it may prove no less historic 
in its ultimate consequences. It may indeed prove to be 
the decisive factor if peace is maintained. 


Meanwhile the spectacle of the way in which Western 
Imperialism or Colonialism marched out of the Indian Sub- 
continent and the Red Army marched back into Budapest 
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is too obvious to be gainsaid, and all the propaganda about 
colonialism, co-existence and non-interference becomes sour 
and watery and even repellant. The sentiments Mr. Chou 
En-lai expressed in his speech at a public rally in Colombo 
on February 4 are quite beyond reproach and in precept, if 
not always in practice, his Government has shown in_ its 
internal policy-during the past year a good deal of that good 
sense and flexibility which has hitherto been conspicuously 
lacking in Communist countries. But while it is dangerous 
to become prisoners of slogans and cliches in one’s own 
country, it is even more dangerous to parrot them in season 
and out of season abroad when it is so easy to expose their 
poverty and weakness. Before he left for Peking Mr. Chou 
told reporters at the airport in Calcutta that the object of 
his tour was threecfold—to seek friendship, world peace, and 
knowledge. He had, he said, made good progress in these 
directions. They have their value. But the problems that 
Governments have somehow to solve remain unsolved and 
except in Central Europe they were touched upon so lightly 
as to be almost avoidei. 


There may have been urgent domestic reasons for the 
Chinese Premier’s excursion into European Communist 
problems. Any real threat to unity between the Soviet 
Union and her satellites would have immediate repercussions 
on Communist power in China as well as everywhere else. 
And Peking desperately needs the heavy equipment and 
other equipment that she gets from the Communist bloc. 
But Asian peoples, shaken by the brutal suppression of the 
Hungarians, but anxious to keep the West out of their own 
affairs, must have regarded the excursion into the heart of 
Eastern Europe as in conflict with the new isolationism, and 
not wholly consistent with his obvious but somewhat con- 
cealed aim to stimulate the Communist campaign against so- 
ealled Colonialists and Imperialists who, he alleged, were 
struggling, not to put a stop to Communist expansion, but 
to maintain and expand their special interests. He demand- 
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ed in a recorded farewell broadcast from All-India Radio 
that the Asian nations should take back from them “every 
bit of right which is duly ours.’’ China, of course, took a 
lot more! The bottom is dropping out of this plea, even 
in Indonesia, where the Cabinet has held on to office in the 
face of defections in its ranks, insurrection in Sumatra and 
division in the Army. Now it still has to face the economic 
crisis which may prove too much for it. 


It was the besetting sin of Nationalist politicians in 
Office to dodge the arduous labours of national construction 
and utilise anti-foreign agitations to sustain domestic power 
while indulging in internal intrigue. Now it is the sin o* 
Communist Governments to carry the same principle into 
international relations. If Bandung had given one-tenth as 
much time to economic co-operation as it gave to political 
points and principles it would have been so much more use- 
ful. To the extent that economic motives were served by 
the tour of the Chinese Prime Minister—who in that capaci- 
ty is responsible for the entire administration of the Govern- 
ment, economic, industrial, and financial as well as in foreign 
policy—to that extent was so great a dispersion of his time 
and energy justified. There is far too much playing of use- 
less politics abroad nowadays. It may be some compensa- 
tion for the suppression of politics at home. But the Com- 
munists ought to need fewer reminders than any other kind 
of regime that their task is to ensure the economic growth 
and prosperity of their people and that by this yardstick 
they will be maintained or finally rejected by the people. 
Neither the Indians nor the Japanese, the Poles or the Yugo- 
slavs, still less the Chinese people themselves, could have 
relished the spectacle of China’s ablest and soundest (if not 
her sole) statesman travelling round the satellite world, 
after consultations in Moscow “to preach the merits of a 
tevived Stalinism and the supremacy of Moscow in all things 
ideological.” It was a task that would have fitted one of 
his senior colleagues much more. 


THE WORK OF THE CANADIAN GEOLOGISTS 


IN 


HONGKONG 


By B. P. Ruxton, M.A., F.G.S. 


On the advice of the British Geological Survey and the 
Colonial Office, London, the Hongkong Government requested 
the staff of the Geology Department, the University of Bri- 
tish Columbia, to undertake a geological survey of the 
Colony. This survey was initiated by Dr. R. W. Brock in 
the summer of 1923 when he spent a short time in the Colony. 
This survey was initiated by Dr. R. W. Brock in the summer 
of 1923 when he spent a short time in the Colony making a 
reconnaissance survey of the area, facilities for travel, etc. 
Dr. S. J. Schofield spent six months of the winter of 1923- 
24 in the Colony, followed by Dr. M. Y. Williams in 1924- 
25, Dr. W. L. Uglow in 1925-26 and Dr. R. W. Brock in 
1926-27. It was understood when the work was undertaken 
that a new topographical map of the Colony would be avail- 
able at an early date and in the meantime the old maps 
would be utilised for field work. The new map was not com- 
pleted until 1932, and it differed so materially from the older 
maps that it was necessary for someone to spend another 
winter in the field in order to reconcile the discrepancies 
and to correct geographical boundaries. Brock subsequent- 
ly spent the winter of 1932-33 in Hongkong. 


The unfortunate death of Dr. Uglow on his return from 
the Colony in 1926, complicated the preparation of the report 
and maps. The latter, however, were finally completed by 
Brock and Williams during the summers of 1933 and 1934, 
and copies were sent to Hongkong on the large scale 
(1:20,000) sheets provided as well as on the three-quarter 
inch to 1 mile sheet. In December 1935, the Ordnance 
Survey of Great Britain produced a small scale sheet in 
colour and four copies were sent to the University of British 
Columbia. In the meantime, Brock and Williams had 
brought the report of the survey to a practical conclusion, 
including in it the work of Uglow, Schofield and T. C. Phe- 
mister, the latter having worked out the petrography of the 
rocks. 

Dr. R. W. Brock met his death in an aeroplane accident 
in 1935 and did not see the published maps, neither was 
he able to complete the report. Williams and Schofield 
completed the report and despatched it to Hongkong in 1939. 
An arrangement to have the economic geology of the Colony 
studied in another field season had to be cancelled owing 
to the threat of war. During the war the report and maps 
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were seized or destroyed during the occupation and Williams 
published certain portions in the Proceedings of the Royal 
Society of Canada. (1943 and 1945). 


After the war the Hongkong Government requested a 
further copy of the report but unfortunately complete car- 
bon copies had not been kept in Canada; moreover, Dr. S. J. 
Schofield died of a mysterious tropical disease in 1947. Thus 
Williams again assembled the report with the assistance of 
Miss Hermine Bottger, Brock’s former secretary, and the 
final copy of ‘The Geology of Hongkong and the New Terri- 
tories’ was sent to Hongkong in 1948. 


This Report was later published as ‘The Geology of 
Hongkong’ by S. G. Davis in 1952 (Hongkong Government 
Printer) with minor alterations and omissions, some addi- 
tions, and many errors. 


In 1926 Brock and S. J. Schofield gave the following 
succession for Hongkong:— 
Lamprophyre Dykes Miocene (7) 


Lan Tao Formation—Granite 


Porphyry Miocene (?) 


Hongkong Granite—Minerali- 
sation 


Taitam Formation—Porphy- 
ritic Grandiorite 


Mo Shan Formation!— 
Minor Intrusives 


Laramide Revolution (7?) 


sees. jk Jurasside Revolution (7) 
Tai 
Upper Jurassic 


(?) 


Upper Jurassic (7?) 


Repulse Bay Volcanics 


Minor Unconformity 
Tolo Channel Formation— 
Sediments Lower Jurassic 


They also recognised two other divisions, the Rocky 
Harbour Volcanics on the east of the Colony and the Junk 
Bay Formation, north-east of Junk Bay. The former was 


characterised by containing pink felspar phenocrysts and 


displaying excellent columnar jointing, and was seen to be 
cut by the Lan Tao Formation. It ‘. . . overlies a series of 
conglomerates, tuffaceous sandstones and argillites, the Junk 
Bay Formation.’ (p. 529) They continued, ‘... . The Junk 
Bay Formation rests on Repulse Bay Volcanics but holds 
boulders of them indicating a time-break between.’ Both of 
these formations were thought to be of Miocene age. 


Three metallogenetic periods were said to be associated 
with these three periods of intrusion, as follows:— 


Silver—Lead 


Molybdenite, Wolframite, 
Laramide (7) 
Tinstone, Magnetite 


Silver—Lead Jurasside (7?) 
Magnetite, Galena, Sphalerite, 
Pyrite, Chalcopyrite. 


Lan Tao Intrusives .... ...... Miocene (7) 
e 


Hongkong Granite _... 


Taitam Intrusives -.._.. 


After the supposed Miocene intrusions the area was 
said to be eroded to a mature topography in the Pliocene 
and a deep depression occurring in the Pliestocene was fol- 
lowed by uplift in stages and rock terraces were noted at 
(500-600 feet), 480, 350, 200, 100 and 60 feet, with a raised 
cliff line at about 20 feet above sea level. 


Uglow also wrote a summary account of the geology 
of the Colony about this time (1926) giving a very similar 


1. Brock and S. J. Schofield recognised that extrusive activity occurred 
before, during, and after the intrusion of the Tai Mo Shan Formation, 
Bee p. 578. 
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succession. He described the Repulse Bay Formation as 
volcanic ash and breccia and included the Junk Bay Forma- 
tion of ‘. . . thinly-bedded volcanic sediments’ in it. Again, 
he considered the Rocky Harbour Volcanics as part of the 
Tai Mo Shan Formation. His dates for the different forma- 
tions were very different from those of Brock and Schofield 
but this was partly due to the fact that the ammonite found 
by Heanley on the north side of Tolo Channel in 1920 had 
been dated as Lower Cretaceous by Grabau and Uglow had 
not heard the result of Buckman’s examination of the better 
material collected by Williams in 1923. 


Uglow mentions the possibility that the area of the 
Colony has been ‘. . . continuously part of a land mass’ 
(p. 73) since the commencement of volcanic activity, and 
he postulated a MAJOR unconformity between the Tolo 
Channel Formation and the Repulse Bay Volcanics. He 
does not mention the Taitam Formation in this account. 


Uglow believed that the Lan Tao granite porphyry was 
the ‘.. . chief metallic mineral ‘provider in the Colony (p. 75) 
and mentions particularly the association of galena with this 
rock group. He gave a brief description of the clays, sands, 
bricks, soils and building stones with short notes on water 
supply and engineering geology. He examined the site of 
the disastrous Po Hing Fong collapse, which occurred on 
Hongkong Island on July 17 1925, and commented as fol- 
lows :— 


. such a rock as the Hongkong granite is a source 
of weakness rather than stability under conditions of 
tropical weathering, and should be so considered in the 
matter of foundations and heavy superstructures. Its 
relatively easy decomposition to a slippery buff coloured 
clay permits the formation in it of planes or surfaces 
of slipping parallel to the hill slopes, on which land- 
slides may readily occur.’ (p. 77). 


W. A. Jones submitted a Master’s Thesis to the Univer- 
sity of British Columbia in 1927 on ‘The Petrology of ‘the 
Rocks of Hongkong’ which represented a study of the mate- 
rial collected by Uglow in 1925-26, and this included a Geo- 
logical Map of the western and central parts of the Colony. 
Another thesis submitted by N. F. G. Davis on the rocks 
collected by S. J. Schofield is unfortunately untraceable. 


The 1936 Geological Map of the Colony had 16 divisions 
in the Legend ranging from Lower Lias and Recent and 
seven of these had never been mentioned in any of the early 
reports. Moreover, apart from the Taitam Formation being 
re-named the D’Aguilar Syenite, the Junk Bay Formation 
is not represented at all. Again the ‘. . . calcite-bearing 
conglomerate’ of Heanley, though marked ‘3B’ on the map 
is not placed in the Legend. 


More serious, however, is the placing of the Rocky 
Harbour Voleanics above the Lan Tao Formation, when, in 
1926, Brock and S. J. Schofield (p. 579) had stated quite 
clearly that the former was cut by the latter; and we may 
also note that a similar reversal has occurred to the Hong- 
kong Granite and Lan Tau (or Lan Tao) Formation. Finally, 
Uglow, in 1926 (p. 74), had noted that the Ninepin Group of 
islands were made up of Tai Mo Shan quartz porphyry and 
yet they are shown on the map as Rocky Harbour Vol- 
canics. 


These are only a few of the discrepancies and to under- 
stand them more clearly it is necessary to consider the Re- 
port of 1948 which is a considerable extension of the publi- 
cations of 1943 and 1945. The succession given here (p. 10) 
represents the final diagnosis of the Canadian geologists 
and is identical with that shown on the Geological Map of 
1936, i.e.:— 
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Syenite, Granite, 


Miocene (?)—Rocky Har- 
bour Group ¥2225.-- Dykes Z 
Voleanics 
Eocene (?)—Mirs Bay Red Red Sediments 
BOGS) Meee 
Hongkong porphyry 
Hongkong granite 
EAT AMIG Git me cae go ea Lan Tau porphyritic 


granite and syenite 
D’ Aguilar Syenite 
Shelter Volcanics2 


Tai Po Granodiorite 
Tai Mo Shan Porphyry 


Repulse Bay Volcanics 


Cretaceous (?) 


Upssurassics (it) s \ccceke } 


Jurassic (7?) 


aA Lok Ma Chau Formation 
BARC soe - Tolo Channel | Pat Sin’ Formation 

agua pa Vandy Tolo Channel Formation 
Perinat mee ee a ve en. eee Boulders in intrusives 


‘The boulders in intrusives’ referred to the ‘calcite bear- 
ing conglomerate’ of Heanley and in the text they are only 
described from Ledge Point, though on the Map (8B) they 
are also shown at Sai Ap Chau, Robinson Island and onthe 
northern tip of Crooked Island.3 


The Tolo Channel Series was said to be of Liassic age 
and was divided into three parts. The lowest division, the 
Tolo Channel Formation, was said to be composed of dense 
black-shales, voleanics and banded cherty ash with intrusive 
contacts, and greater than 2,000 feet thick. The type sec- 
tion was taken from the neighbourhood of Lai Chee Chong, 
on the south side of Tolo Channel and this succession is 
now known to’ be ash and shale bands interbedded with the 
Acid Voleanic sequence of Upper Jurassic to Lower Creta- 
ceous age. 


Lying, supposedly unconformably, on top was the Pat 
Sin Formation of massive white quartz conglomerate, grit, 
sandstone, argillite and some ash beds with a thickness of 
over 5,000 feet. The type sections of this formation were 
described from the area between Tolo Channel and Starling 
Inlet, but since their descriptions included Red Beds and 
Older Sedimentaries the formation was described in different 
ways in different sections of the Report (see Davis, 1952). 
The most serious discrepancies arose in regard to the nature 
of the basal conglomerate which was said to contain, and 
not to contain, pebbles of acid volcanic type. 


The Lok Ma Chau Formation was described from the 
north-west of the Colony as white and yellow sandstone, 
sheared arkose and schist, with no sedimentary contact and 
was considered as a metamorphosed equivalent of the Pat 
Sin Formation. 


The Repulse Bay Voleanics were described as dominant- 
ly rhyolitic material, in which almost every type of voleanic 


product occurred and they were thought to have been de- 


posited on land and in the sea, and a Jurassic age was’ pro- 
posed. Their thickness was given as greater than 2,000 feet 
and the series was differentiated into dominant flows in the 
lower half, with dominant fragmental material above. To- 
wards the end of the volcanic episode, earlier members of 
the intrusive complex were injected and subsurface igneous 
activity was said to have persisted until the close of the 
Laramide Revolution. 


2. The Canadians frequently refer to the ‘Shelter Intrusives’ in the 
text and these are presumed to be associated with the Shelter 
Voleanics. 

3. The inclusions of marble in the Tai Mo Shan eruptives noted by 
Brock and Schofield in 1926 (p. 577) may have been fragments of 
limestone seen in the so-called ‘agglomerate’ at Ledge Point: 
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The Tai Mo Shan Porphyry was variously considered as 
a granite, quartz-porphyry and rhyodacite (see Davis, 1952) 
in the form of batholiths, minor intrusives and partly as 
extrusives. No type descriptions were given specifically 
from Tai Mo Shan itself, though Uglow cited his type as a 
quartz porphyry on southern Lan Tao Island, (see 1948, 
pp. 145-149), while Schofield cited both an ‘. . . intrusive 
fragmental rock’ (1948, pp. 12-14) and an acid porphyry 
collected from near Tai Po as his types (1948, pp. 96-101). 
Since this formation was recognised to form about a. third 
of the area of the Colony one might have expected more 
information about it and some clarification of the little 
given. 

We have already seen that the Tai Po Granodiorite of 
S. J. Schofield was considered as Lan Tao Porphyry by Uglow 
(both in accounts and on Uglow’s map) and it was also 
described as a granodiorite porphyry by Phemister (1948, 
pp. 103-108). In the 1948 Report, Chapter VII is entitled 
“Geology of Lan Tao and Some Adjacent Islands and a Por- 
tion of the Mainland” by Uglow, edited by Brock (pp. 141- 
158). In this Chapter Uglow gave the following succession 
for the intrusive complex:— 


Lamprophyres4 
Granite porphyries (Pudding stone) 
Porphyritic Granite and Syenite 


Granite. 


Lan Tau Formation 


Hongkong Formation 


Brock, however, claimed that the Hongkong Granite cut the 
Lan Tau porphyritic granite and syenite and he believed the 
succession to be:— 
Lamporphyres (some cut by granite 
porphyries) 
Hongkong Formation Granite porphyries 
Granite 


Lan Tau Formation Porphyritic granite and syenite 


Later, however, owing to the tragic deaths of Uglow 
and Brock, confusion arose between the porphyritic granite 
and the granite porphyries, with the result that both were 
mapped as one map unit and placed as older than the granite 
(Geological Map, 1936). As a result, the northern half 
of Lan Tau Island and some of the nearby islands are shown 
as porphyritic granite. The Lan Tau granite porphyry of 
Uglow, that is the Hongkong granite porphyry of Brock 
and the 1986 Map (formation 5) were never described in 
the later publications of the Canadian geologists. Only five 
of these dykes were shown on the southern half of Lamma 
Island on the 1936 Map and recent work has confirmed 
Uglow’s former observations that a large part of Lan Tau 
and adjacent islands is made up of normal and porphyritic 
granite, cut by abundant, and sometimes large, north- 
easterly trending granite-porphyry dykes. 


The Shelter Volcanics were never convincingly described 
as a separate formation and again there was confusion be- 
tween them and the ‘Shelter Intrusives’. The D’Aguilar 
Syenite was also placed above the Hongkong granite in all 
unpublished accounts up to 1927 and Uglow’s porphyritic 
syenite on Lan Tau Island was also so placed. This rock. 
group was described as a syenite-porphyry by Phemister 
(1948, pp. 111-113) and would, therefore, fall most naturally 
into Uglow’s Lan Tau porphyry-group. _ 


The Mirs Bay Red Beds were noted on Port Island, 
Double Island, and on the northerly slopes of the Tolo 
Crest to Double Haven. This distribution represents only 
about one quarter of that mapped by Heanley, the remain- 
der—from the Pat Sin Range to Starling Inlet—they called 


4. He had at first considered the lamprophyres as being injected imme- 
diately after the Hongkong Granite. 
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IN EASTERN EUROPE 


By Richard Lowenthal 


i'welve years after the Russian armies first established 
Soviet rule over Eastern Europe, the empire founded by 
Stalin has been shaken by a revolutionary earthquake of 
altogether unimagined force and scope. The tragic outcome 
of the Hungarian revolution must not blind us to the fact 
that both in Hungary and Poland, essentially revolutionary 
movements for the first time not only have broken the 
surface of totalitarian uniformity, but have in their different 
ways achieved an unprecedented measure of success. More- 
over, they have done so entirely on the basis of the crises 
and contradictions which had developed within the Soviet 
orbit, without the aid of international conflict and indeed 
despite international diversions favorable to the Soviet 


the Pat Sin Formation. The Red Beds were described as 
coarse conglomerates, grits, sandstones, and argillites, gener- 
ally of a bright red colour. They were believed to be about 
1,500 feet thick and they were said to rest unconformably 
“.. on the eroded and weathered surface of the Pat Sin’. 
An Eocene age was favoured for this deposit. 


The Rocky Harbour Group was thought to be of Mio- 
cene age and consisted of a complex igneous cycle of acid 
voleanics, granites and syenites, and acid dykes. The dykes 
were considered as feeders to the volcanics and were found 
to contain a considerable amount of calcite. The Rocky 
Harbour Voleanics were considered by Uglow to be part of 
the Repulse Bay sequence and on an unpublished geological 
map of the Colony, compiled early in the Survey period, the 
volcanic sequence was given as follows:— 


Rocky Harbour Voleanics 
Junk Bay Formation 
Repulse Bay Volcanics 


and intruding this sequence was the Tai Mo Shan quartz- 
porphyry and the Hongkong Granite followed by the Lan Tau 
porphyry. On the 1986 Map, however, not only is the 
succession altered but also the Rocky Harbour Volcanics 
outcrop over an area about three times as large. Once 
- these lavas are accepted as of post-Red Beds in age, then 

their associated dykes must also be included, but in any 
event the claim of the granite and syenite intruding them 
is not correct as this rock was described by Phemister (1948, 
pp. 35-188) as a syenodiorite porphyry. This specimen was 
collected by Uglow from Junk Island (Fu Tau Chau) in 
Junk Bay and was called the Fat Tau Chau Porphyry and 
would fall into his Lan Tau Porphyry Group. 


Apart from the succession, the 1948 Report also con- 
tains a section on the recent deposits and chapters on the 
physiography, economic geology, chemistry of the igneous 
rocks and soils. The work done by Brock on the weathering 
of igneous rocks (1943) and the long accounts of local clays 
given in the report were very valuable contributions. Also 
included was a Chapter by S. J. Schofield (pp. 167-177), 
this is repeated in Davis (1952, pp. 98-100), on the “Rela- 
tionship of the Orogenic Movement of China and the Cor- 
dillera of British Columbia’’. 


All in all a tremendous amount of work was done by 
the Canadian team of geologists but owing to circumstances 
beyond their control most of it is now lost to us and much 
of the remainder has not been properly co-ordinated, leaving 
parts of it in a state of great confusion. 


rulers. The “national Communist” canalization of the 
Polish movement and the bloody suppression of the 
Hungarian uprising may restore outward calm for the 
moment, but the Soviet East European empire will never 
be the same again. Nor can this shattering blow fail to 
have profound repercussions both on Soviet relations with 
the non-Communist world and on political developments 
within the Soviet Union itself. 


What was new in the October revolutions of 1956 was 
not that the national and social grievances of two enslaved 
peoples fused in a powerful outburst of mass revolt; that 
had happened before—in Pilsen and in the whole of Eastern 
Germany in June 1953 and in Poznan in June 1956. What 
was new—and, indeed, as unexpected as it was unprecedent- 
ed—was that the popular movement for freedom managed 
in Poland to impose on the Communist Party, and through 
it on the Polish administration and army, a new leadership 
committed to national independence and tq through-going 
changes in internal and economic policy. In Hungary the 
movement succeeded in virtually taking over the national 
army and, with its help, over-throwing the Communist Party 
dictatorship, splitting the hitherto ruling party, and creating 
a democratic national government committed to internal 
freedom and international neutrality. An attempt to under- 
stand how these events were possible is clearly vital to our 
judgment of the future prospects of Soviet rule in Europe. 


The Breakdown of Kremlin Control 


The major common factor in the background of both 
the Polish and Hungarian events was clearly the weakening 
of Soviet authority both within the international Communist 
movement in general and within the satellite states in parti- 
cular. That weakening, which has procceded slowly and 
gradually ever since the death of Stalin and the loosening 
of economic and police controls in the satellites, was greatly 
accelerated by two major events—the Belgrade Declaration 


of 1955, by which the Soviet rulers recognized Yugoslavia’s 


right to her “own road to socialism’, and the “secret” 
Khrushchev attack on Stalin at the Twentieth Congress of 
the CPSU last February. 


The Soviet leaders had not, of course, intended that 
the national indzpendence which they recognized as inevit- 
able for the regimes of Mao Tse-tung and Tito should apply 
to the satellite states, on which “socialism”? had been imposed 
by Soviet bayonets. All they meant to grant to these coun- 
tries was a replacement of detailed control through mixed 
companies, Soviet secret police agents, and “advisers” on 
all levels, by a less irksome and less costly but by no means 
less efficient control through party, military and economic 
ties at the top. As for Khrushchev’s speech on “the cult 
of the individual”, it was clearly made for strictly domestic 
reasons, and the hope was to confine its international re- 
percussions to a minimum. 


Yet the rehabilitation of Tito, and consequently of the 
victims of “Titoist” purges in the satellites, could not fail 
to discredit the most loyal exponents of Soviet supremacy 
in these countries at the very time when many direct Soviet 
agents were being withdrawn; and the tendency to extend 
this discredit of pro-Moscow elements to their Russian mas- 
ters was of necessity powerfully strengthened by Khrushchev’s 
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disclosure and. condemnation of Stalin’s methods of rule. 
Furthermore, the view (formulated most boldly by Togliatti) 
that the Soviet system, having produced clear symptoms of 
degeneration, could no longer be regarded as the sole model 
for Communists everywhere, must have gained large numbers 
of adherents among Communists in the satellite states— 
and must have furnished arguments to far larger numbers 
of non-Communists in their hitherto silent opposition to 
both Soviet rule and Soviet-type dictatorship. 


During the spring of 1956 this weakening of Soviet 
authority found visible expression in the astonishing out- 
burst of free criticism in the Polish Communist and non- 
party press, in the openly critical discussions conducted be- 
fore ever larger audiences of writers, students and young 
officers in the “Petoefi’’ circle in Budapest, and—on a smaller 
scale—in critical statements by writers and student groups 
in other satellite states. 


When this wave of criticism reached its culmination in 
the Poznan riots of June 28, the Soviet Communist leaders, 
by now alarmed and in part alerted by the more “orthodox” 
Communist leaders abroad, tried to reassert their claim to 
worldwide leadership and to warn against the spread of 
“nationalist deviations’ in the name of “proletarian inter- 
nationalism.” The Declaration of June 30. issued by the 
Soviet Communist Central Committee, as well as several 
articles in Pravda and Premier Bulganin’s speech in July, 
were all part of an effort to stem the tide. So was Moscow’s 
insistence that Rakosi—who had to be sacrificed as Hun- 
garian party boss because of his former role in the fight 
against Tito and in the Rajk trial—be replaced by the 
equally unconditional supporter of Moscow’s authority, Erno 
Geroe, and that the leader of the “national-minded’’ Com- 
munists, Imre Nagy, be kept out. 


The Struggle to Reassert Authority 


In the circumstances, however, Moscow’s effort at 
tightening the reins was subject to a threefold limitation. 
In the first place, authority once shaken cannot be restored 
at will, and the attempt is liable to meet resistance unless 
backed by overwhelming force. In the second place, the 
use or open threat of force was not possible without jeopar- 
dizing Soviet efforts to woo the “uncommitted nations’ and 
endangering Moscow’s dearly-bought undérstanding with 
Tito, if not the overall strategy of “peaceful coexistence”. 
Finally, even a non-violent attempt to reassert Soviet supre- 
macy over the satellites was bound to cause renewed friction 
with the Yugoslavs. Up to the time of his Moscow visit, 
Tito had carefully refrained from encouraging ‘‘Titoist’” 
currents in the satellites and had insisted om working through 
the Soviet government. But during the visit he made it 
clear that he expected the Soviets themselves to promote 
some further loosening of control as part of his price for 
closer party relations—that is, for his return to the “socialist 
camp”. 


During August and September all of these limitations 
on Moscow’s attempt to return to a semi-Stalinist attitude 
in relation to the satellites became visible. The Polish Com- 
munist Central Committee, caught after the Poznan riots 
between its desire to regain the confidence of the people and 
the Soviet demand for drastic action against the “imperialist 
agents’’ who had caused the trouble, preferred by a majority 
to yield to popular pressure and to defy Soviet advice. For 
the first time, the Soviet leaders found they had lost control 
of a formerly faithful satellite party, and they were reduced 
to organizing a minority faction—the so-called ‘“Natolin 
group” which embraced Soviet supporters in the army and 
in a number of important posts in the party and trade 
union bureaucracy. 
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At the same time, the Yugoslav press resumed open 
criticism of the insufficient pace of ‘destalinization” in 
Hungary, Bulgaria and Albania, while a Yugoslav court con- 
demned as a traitor a former “Cominformist” who had re- 
turned from exile in Moscow. The Soviet Communist 
Party’s response was to warn the satellite parties by “secret’’ 
circular that the Yugoslavs though generally ‘“progressive” 
and “friendly”, were not true Marxist-Leninists, were tainted 
by “social-democratic confusion,” and thus were not to be 
taken as a model. The Yugoslavs, promptly learning of 
the document, reacted with further criticism. 

By the end of September, this friction resulted in Mr. 
Khrushchev’s surprise visit to Yugoslavia, followed by Tito’s 
visit to Yalta. The basic issues still dividing the Soviet and 
Yugolavy Communists remained unresolved, but Tito agreed 
to speed up his resumption of contacts with other Com- 
munist parties, including the Hungarian Party, in return for 
a more outspoken condemnation of the latter’s past direction 
and the rehabilitation of Imre Nagy. 

Probably in part as a result of these negotiations, there 
followed a number of dynamic developments in Hungary. 
Early in October—on the eve of the departure for Belgrade 
of a Hungarian party delegation headed by Geroe—Rajk and 
the other “martyrs” of the Titoist purge were solemnly re- 
buried in Budapest, and former Defense Minister Farkas was 
arrested for his role in the frame-up of Rajk. It was also 
publicly admitted that Rakosi had not resigned for health 
reasons in July but had been deposed for his “violations of 
legality.” Finally, Nagy was readmitted to the party on 
the understanding that he would observe discipline but 
would be entitled to a re-examination of the political charges 
which had led to his fall and subsequent expulsion. With 
these developments, the authority of the Soviet leaders and 
of Geroe took yet another knock in Hungary. 


The Polish Revolt 


Meantime events were moving in Poland. Totalitarian 
regimes can stand up to the most bitter discontent of the 
masses for a long time; but once authority gets weakened 
or divided at the top, long-standing grievances suddenly be- 
come motors of action. It is at the moment of loosening, 
of “liberalization,” that the masses start moving and refuse 
to tolerate the oppressive gesture which no longer seems to 
be part of an unalterable order of things. 

The factional struggle within the Polish Communist 
leadership had quickly become a competition for mass in- 
fluence of an almost “democratic” character. As_ the 
“liberalizers” stood for freedom of expression and economic 
reform as well as for national independence in _ internal 
affairs, the “Natolin” faction, headed by General Witaszew- 
ski, Marshal Rokossovsky’s chief political commissar, offered 
anti-semitism as a substitute for nationalism, and demagogic 
wage increases as a substitute for greater freedom and 
economic reform. It was this competition for mass influence 
which led to the resurgence of ‘‘Wieslaw’’ Gomulka, the 
former ‘national Communist” leader who, though released 
from prison, had been politically condemned for his views 
by the whole party leadership as late as last April. Gomulka 
became the arbiter of the emergent factional struggle simply 
because by his former resistance to forced collectivization and 
to Soviet control, he had become the one Communist leader 
whose patriotism was trusted by the non-Communist masses. 
Herein lies the vital difference between Gomulka’s victory 
and “Titoism’’: Tito defied Moscow while in control of a 
party and state machine created by himself; Gomulka was 
enabled by a popular movement to dictate his terms to a 
party whose machine had been packed by his enemies for 
many years, and this in defiance of an occupying power! 

The terms which Gomulka laid down before agreeing to 
resume leadership of the party which had expelled and im- 
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prisoned him ranged him squarely with the “liberalizers’’: 
no economic or anti-semitic demagogy, complete frankness 
on the economic plight of the country, a sharp turn away 
from enforced collectivization, moves toward ending en- 
forced agricultural deliveries, dissolution of the machine 
tractor stations, gradual steps to decentralize economic 
planning, cautious experiments in ‘workers’ control”, new 
relations with the USSR on a basis of political and economic 
equality, and.removal of Moscow’s stooges from the party 
leadership. It was this last point—to wit, the intended 
exclusion of Marshal Rokossovsky from the party Politburo 
—which led to the decisive showdown with the Soviet leaders 
on October 19. 

When Messrs. Khrushchev, Mikoyan, Molotov and Ka- 
ganovich descended on Warsaw, to the accompaniment of 
troop movements, at the moment of the decisive meeting of 
the Polish Central Committee, they were convinced that a 
show of determination and strength would be sufficient to 
restore the subordination of at least a majority of the Polish 
Politburo. Instead, they were confronted by a majority of 
men determined to risk the wrath of Moscow rather than 
that of the Polish people. Thus the Soviet leaders had to 
choose between using naked force or admitting Poland’s 
internal independence. It was still the independence of a 
Communist Poland willing to stand loyally by the Soviet 
alliance. And though the liberalizing pressures which had 
brought about the change were far broader than _ those 
associated with Yugoslav Titoism, the Polish leaders were 
willing, for obvious geographical and international reasons, 
to keep the new regime within the limits of Titoism. After 
a few days of hesitation, the Soviet leaders decided to 
refrain from using force and to accept the accomplished 
fact. 


For months, Poland’s intellectuals had talked excitedly 
of their “second revolution”, though in fact there had been 
no shift in the control of the decisive levers of power. 
But on the weekend of October 20-21 there was indeed a 
revolution in Poland: on these days Gomulka resumed the 
party leadership and removed the Soviet stooges from it, 
following up his action by corresponding changes in the 
army. The weakening of Soviet authority and the restraints 
imposed by “competitive coexistence” on the use of force 
had caused the Soviet leaders to accept, for the first time 
in their history, the peaceful overthrow of a satellite re- 
gime. 


The Tragedy of Hungary 


The news of Polish events hit a Hungary already in 
ferment after the concessions made to the “national Com- 
munist” elements a week before—the above-mentioned 
solemn reburial of Rajk, the arrest of Farkas, and the 
partial rehabilitation of Nagy. When Geroe returned from 
Yugoslavia on October 23, he was greeted by the news 
that a students’ demonstration was going on which had been 
initiated without party permission and was persisting, de- 
spite a party ban, with the support of the leaders of the 
intellectual “Petoefi” circle. At first calling for compara- 
tively moderate reforms, the demonstration, carried forward 
under Hungarian and Polish national flags, quickly assumed 
both an unprecedented scale and a marked anti-Soviet note. 
By evening Geroe felt forced to broadcast a warning against 
“counter-revolutionary nationalism”, which only served to 
increase anger among the demonstrators. The secret police 
became jittery and started to fire into the crowd. By night- 
fall, groups of students and workers had started to fight 
back with weapons supplied by Hungarian Army soldiers 
who had joined them. 

Overnight, the proSoviet leaders realized that a 
serious uprising had started, that the army was unwilling 
to fight the people, and that the secret police was unable 


FAR EASTERM 


Economic REevIEw 


to cope with the situation. By the morning of the 24th; 
the regime had called on the Soviet Army for help and at 
the same time announced the appointment of Imre Nagy 
as Prime Minister in an effort to calm the population. The 
intervention of Soviet troops was the insufferable final blow, 
provoking widespread and desperate resistance. The ap- 
peals of Nagy made no impact on the aroused population; 
neither did the announcement on the following day that 
Géroe had been replaced as party Secretary by Janos Kadar 
(a former participant in the Rakosi regime but later its vic- 
tim). Army units ard officers seemed to have joined the 
insurgents in increasing numbers during the following days, 
while the government, isolated by the Budapest uprising, 
lost control of large parts of the country. Revolutionary 
workers’ and students’ “councils” were set up in several re- 
gions, everywhere putting the withdrawal of Soviet troops 
at the head of their demands. 


By Sunday October 28, the Hungarian people had 
clearly succeeded in their revolution. The Nagy govern- 
ment, now no longer a facade for the pro-Soviet group among 
the party leaders, proclaimed a cease-fire and called for a 
withdrawal of Soviet forces from the battered capital. 
Negotiations for broadening the government leadership with 
non-Communist elements started in earnest. The Soviet 
command actually started to extricate its troops from 
Budapest, and the government promised both to dissolve the 
secret police, replacing it with a newly recruited popular 
police force, and to negotiate with the USSR for a general 
withdrawal of Soviet forces from the country. Gradually, 
fighting subsided. 


The Fateful Return to Brute Force 


The Soviet leaders were now faced with the question 
of whether to accept this second revolutionary fait accompli, 
achieved this time in open conflict with their occupation 
forces and in circumstances far more damaging to their 
prestige than in the Polish situation. For two more days 
they seem to have hesitated: reports concerning the machina- 
tions of “counter-revolutionaries” in Hungary ceased, and 
some publicity was given to Nagy’s new version that the 
victorious popular movement was a natural reaction to the 
mistakes and crimes of the former Hungarian Communist 
leadership. This policy, motivated apparently by Moscow’s 
desire to save what at first it thought could. be saved—i.e., 
the principle of Communist rule and Hungarian membership 
in the Warsaw Pact—found its. most far-reaching expression 
in the Soviet government declaration broadcast from Moscow 
on October 30, which generally proclaimed the need for 
greater independence and equality for the member states 
of the “socialist camp”, and specifically expressed readiness 
to discuss the need for further stationing of Soviet troops 
in Poland, Hungary and Rumania within the framework of 
the Warsaw Pact. 


By the time this declaration was broadcast, however, @ 
new Soviet policy for Hungary was emerging. For by 
October 30, the pre-1947 democratic parties of the workers 
and peasants had already been reconstituted in Hungary, 
and Nagy had announced the abandonment of the one-party 
regime, the transformation of his government into a genuine 
coalition, and his pledge to hold free elections. He had 
also spoken of Hungary’s desire to leave the Warsaw Pact 
and to become neutral under international guarantee on 
the Austrian model. Meantime the command of the Hun- 
garian army and air force had been taken over by “revolu- 
tionary councils”, one of which threatened the Soviet forces 
with bombardment in case of refusal to withdraw. 


By October 30 at the latest, it was thus clear to the 
Soviet leaders that nothing whatever would remain of their 
Hungarian position if they gave in. The local alternatives 
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were brute force or total defeat. The Hungarian revolu- 
tion, led not by “counter-revolutionary” emigfes but by 
workers, students reared under the Communist regime, and 
soldiers of its own army, had within a week evolved from a 
program of “Titoist’”” independence and reform to a pledge 
of full democracy, combining workers’ councils with trade 
union freedom, an end to both collectivization and forced 
deliveries in agriculture; and a clean breakaway from the 
Soviet bloc. If the USSR had given in, Hungary would have 
become not a new Poland or a new Yugoslavia, but a new 
Austria or at best a new Finland. 


To tolerate such a development, as a result of a re- 
volutionary movement directed against Soviet control, would 
have started a chain reaction throughout the satellite em- 
pire. It also would have inflicted a fatal blow on the Com- 
munists’ confidence in the irreversible character of all their 
conquests, allegedly guaranteed by the laws of history. All 
considerations of local strategy as well as of ideology thus 
favored the decision to crush the Hungarian revolution in 
blood. 


The only factor which might have stood in the way 
of such a decision was the effect that Soviet repressive 
action was sure to have on the uncommitted countries of 
Asia. This consideration, implicit in the whole strategy of 
competitive coexistence, had clearly exercised a restraining 
effect on Moscow up to the moment of its fateful decision. 
But just as clearly, that effect was bound to reach its limits 
at the point at which the threat of the loss of the Soviet 
empire loomed larger than the threat of the loss of sym- 
pathies in Asia. The Soviet leaders would rather accept a 
temporary setback in the competition for uncommitted 
countries than put up with the total loss of their own pos- 
sessions in half a continent. Moreover, at the critical 
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moment the effect of this restraining factor was largely 
nullified owing to the Anglo-French action against Egypt, 
which Moscow could expect would divert the attention of 
non-committed Asia from Soviet repression in Eastern 
Europe. The Soviet. leaders thus chose to save their em- 
pire for the time being by the wholesale butchery of the 
Hungarian people. 


Prospects for the Future 


What are the likely consequences of this decision? In 
the first place, the dilemma of the policy of “relaxation’’ 
in satellite Europe has not been solved. The puppet govern- 
ment of Hungary installed by the Soviets under Mr. Kadar 
had to start by splitting even the Hungarian Communist 
Party, and it seems at the time of writing to have no 
army, no civil service and no following; yet it is already 
trying to promise the Hungarian people that most of the 
gains of their revolution would be respected, and that even 
the Soviet forces will withdraw “after the restoration of 
order.”’ However untrustworthy these promises may be, 
they testify to the unwillingness of the Sovicts to cancel 
their whole relaxation policy officially and to resume a kind 
of direct rule. Yet such is the united and desperate re- 
sistance of the people of Hungary that Moscow may yet be 
compelled to do just that, even resorting to the Stalinist 
method of mass deportation—and what part of recent re- 
forms would then survive anywhere in Eastern Europe? 

Secondly, the very need to use brutal force in Hungary 
represents a massive failure for some of the policies initiated 
by Mr. Khrushchey. The cost of reconciliation with Tito 
and of destalinization at home has proved far higher than 
he caleulated; the gain, even in the case of Tito, has proved 
extremely limited and doubtful. The attempt at an ‘‘ideo- 
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AFTERMATH OF SUEZ 


The situation in the Middle East and its possible reper- 
cussions throughout the world have continued to occupy the 
minds of people everywhere. Following the first shock and 
confusion attendant upon the blocking of the Suez Canal 
and the partial disruption in the flow of vital Middle Eastern 
oil to Western Europe, a program of positive action to meet 
the crisis has been developing. European countries faced 
with oil shortages have moved to conserve stocks by reintro- 
duction of gasoline rationing or by other measures to curb 
nonessential consumption. Action is being taken to increase 
alternative oil supplies through a stepping up of Western 
Hemisphere production and pooling of tanker transporta- 
tion. Moves have been mace to bolster European monetary 
reserves. 


With the slump in the sterling area’s holdings of gold 
and dollars to $1,965,000,000 at the end of November— 
below the level of $2 billion widely regarded as a safe mini- 
mum—the British Chancellor of the Exchequer announced a 
series of emergency actions to ‘‘maintain the rate of the 
pound sterling at its present parity’ of $2.80, according 
to the business letter of the First National City Bank of New 
York. 


Both the U.S. and Canadian Governments were asked 
to waive interest payments on postwar loans due December 
15 and amounting to $104 million. In a move to dramatize 
to the world Britain’s determination to maintain the pound 
and the large resources available for such support, the Bri- 
tish Government requested’ and was granted the right to 
draw on the International Monetary Fund to the full extent 
of its $1.3 billion quota, if necessary. In addition, the 
British were granted an Export-Import Bank line of credit 
for $500 million, available for 12 months for the purchase 
ef oil and other commodities in America. 


These counter moves and the impressive display of assets 
have had their effect in damping down early apprehensions, 
and there has been a disposition to take a calmer view of 
the situation. With more opportunity for studying the 
figures, first appraisals of the extent of damage done to thé 
European economy are tending to be revised downward. 


Much obviously depends on the length of time the Suez 
Canal is blocked and the extent to which emergency measures 
are able to sustain European economies. Some drain upon 
balances of payments is certain. For countries already ex- 
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logical offensive” by means of flexibility has failed, and 
Khrushchey as its main exponent must be weakened to a 
corresponding extent. By contrast, the advocates of reli- 
ance on Soviet armed might and particularly the political 
exponents of army influence must be correspondingly 
strengthened. Whatever the extent of the internal frictions 
the Soviet leadership is probably united in regarding the 
Hungarian uprising as a challenge requiring a demonstrative 
reassertion of Soviet prestige. 


_ What form this reassertion should take will be the 
major question at issue. The advocates of naked force cer- 
tainly will be applying the strongest pressure for a return 
to military rigidity and uncompromising hostility to the 
West that Soviet Russia has experienced since the death 
of. Stalin. 
could take place without a major shift of power within. the 
Soviet leadership—a shift which would run contrary to “the 
profound tendency toward relaxation resulting from the 
internal development of Soviet society. 


But it is hard to imagine how such a return. 


periencing payments difficulties this could be a serious mat- 
ter, threatening to undermine the basis of Western Europe’s 
remarkable industrial expansion and unprecedented pros- 
perity of recent years. 


World on the Eve of the Suez Crisis 


The condition of the Free World, before the Suez flare- 
up in July, was quite different from its state when the Korean 
War erupted in July 1950. It was incomparably more pros- 
perous and stronger economically and financially. In Sep- 
tember ’56, the gold and dollar assets held by the Free World 
countries other than the U.S. aggregated $29 billion (ex- 
cluding holdings by international institutions) as against $19 
billion at the end of ’50. Balance of payments difficulties 
recently had not reflected the chronic state of underproduc- 
tion due to wartime destruction of productive facilities. 
Rather, they reflected temporary pressures resulting from 
buoyant internal demand. 

Capacity to produce and the actual volume of produc- 
tion had expanded everywhere. The index of world indus- 
trial output prepared by the United Nations was some 37 
per cent above the 1950 level. There were plentiful sup- 
plies of foodstuffs and industrial raw materials, the output 
of which had been greatly stimulated by the Korean crisis. 

For Western Europe, 1956 was the third year of boom- 
ing business, with both private consumption and investment 
in plant and equipment at record levels. Industrial produc- 
tion was almost twiee as high as before the Second World 
War. Steel output in 1956 apparently exceeded 82 million 
tons, against 51 million tons in ’50. Gold and dollar re- 
serves continued to grow—at least up to midsummer. 

There were, of course, notable differences among in- 
dividual countries. Industrial expansion continued strong 
in Western Germany, Austria, and Norway, with French 
production—previously lagging—showing a vigorous upturn. 
In Great Britain the industrial production index had leveled 
out, largely as a result of restraints applied on internal con- 
sumption and investment activity: 

This pace .of economic development and rising prosperity 
was not, however, without domestic strains and stresses. 
Wage increases—often greater than increases in productivity 
—inflated consumer demand and led to rises in costs and 
prices. Shortages in raw materials and fuels contributed to 
industrial bottlenecks, leading to rising imports of steel, coal, 
petroleum, and other products. ‘ 

As shown in the accompanying table, imports by Euro- 
péan countries in 1956 generally increased more than exports, 
bringing about some worsening in the trade balance. The 
notable exceptions were the United Kingdom and Germany. 


European Foreign Trade, First Ten Months of 
1955 and 1956 


(In Millions of Dollars) 


Excess of 

Exports Imports Exp. + or Imp. — 
Country 1955 1956 1955 1956 1955 1956 
Un. Kingdom $6,972 $7,697 $9,018 $9,164 —2,041 —1,467 
Germany.) is esscss 4,926 5,952 4,707 5,405 + 219 + 6548 
rane flo ewisennes 3,829 3,718 3,786 4,589 sti 48 — 872 
Netherlands 2,195 2,373 2,631 3,078 — 436 — 705 
Belgiuni UA his.igss5% 2,236 2,617 2,308 2,613 — 72 _ 4 
Italy’ sdesisicie eos . 1,532 1,758 2,237 2,575 — 706 — 817 
Sweden 1,407 1,580 1,623 1,804 — 215 — 224 
Switzerland 1,058 1,172 1,212 1,484 — 154 — 262 
Denmark 856 909 964 1,068 — 107 — 159 
Norway 528 640 914 1,002 — 386 —. 362 
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Mutual Dependence of Europe and Middle East 


Against this general background came the shock of the 
Suez Canal Company nationalization last July, followed 
three months later by blockage of the Canal and interrup- 
tion in the flow of Middle East oil. 


Twenty or even ten years ago—before Europe became 
so dependent on Middle East oil for its energy requirements 
—such events would have been far less serious than today. 


In no part of the world has the consumption of oil risen 
as rapidly during the past ten years as in Western Europe. 
According to the Organization for European Economic Co- 
operation’s Commission for Energy, the increase was from 
37 million tons in 1947 to 100 million tons in ’55—an an- 
nual growth of 13 per cent, against 6 per cent for the U.S. 
This tremendous expansion reflected three main influences: 
large increases in industrial production and national income, 
lagging output of coal, and the rapid growth of European 
oil refining capacity. 


The existence of huge supplies of low-priced oil in the 
Middle East, obtainable for currencies other than dollars, 
made it the natural source from which Europe could satisfy 
its oil requirements—thereby increasing European depend- 
ence on that area. Of combined Western European and 
North African consumption of oil amounting prior to the 
Suez emergency to roughly 3,100,000 barrels a day, two 
thirds came from the Middle East. The major part of the 
remainder came from the Western Hemisphere. 


This increasing dependence of Western Europe upon 
the Middle East has of course worked both ways. Revenues 
derived by the latter countries from the sale of oil to Western 
Europe have enriched their national treasuries and made 
possible the promotion of large-scale development programs 
beneficial to their people. Without the Western market for 
their oil, these Middle East countries would soon find their 
vast oil resources sterile assets. 


Meeting the Oil Emergency 


Turning to the immediate problem of meeting the emer- 
gency, the situation that had to be faced was the sudden 
disruption in the normal flow of the 2,000,000 barrels of oil 
received daily by Europe from the Middle East. 


Although Armaco’s trans-Arabian pipeline (Tapline) 
continued to move 320,000 barrels of oil a day to the 
Eastern Mediterranean seaboard, the 540,000 barrel daily 
flow through the Iraq Petroleum Company’s pipelines was 
halted by sabotage. With the Canal blocked, the necessity 
of moving oil around Africa—some 5,000 miles farther— 
reduced the carrying capacity of the available tankers by 
some 600,000 barrels a day. 


The problem thus involved finding 1,100,000 barrels a 
day from other sources, mainly Western Hemisphere, re- 
arranging tanker routings accordingly, and financing’ the 
purchases, since Western Hemisphere oil is not~only more 
expensive but must be paid for in dollars. 


So far as production is concerned, ample margin for 
expansion exists. In the U.S. alone the potential increase 
is estimated as high as 2,000,000 barrels a day—more than 
sufficient to compensate for the Suez emergency. If 
Europe’s oil deficiency could be made up entirely from the 
Western Hemisphere, there would be no tanker problem 
either, since the distance from the Mexican Gulf to Western 
Europe is actually less than from the Persian Gulf via 
Suez. 


The obstacles to relying wholly upon increased supplies 
of Western Hemisphere oil are their higher cost and require- 
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ment for dollar payment and the disadvantageous location of 
much of the Western Hemisphere excess producing capacity. 
In the U.S. pipeline facilities from inland producing areas 
to Gulf Coast ports are limited. Similar limitations restrict 
utilization of excess production capacity in Canada and Vene- 
zuela. 


Under these circumstances the actual program must be 
necessity be a compromise. U.S. production is expected to 
be stepped up by about 11 per cent or approximately 800,000 
barrels a day. Of this increase, approximately 300,000 
would take the place of former U.S. imports of Middle 
Eastern oil now being diverted, to the lesser extent available, 
to Europe. The remaining 500,000 barrels per day of the 
increased U.S. output would be available to Europe, to the 
extent permitted by pipeline and tanker facilities. The 
tanker shortage may be partly alleviated by re-routing and 
release of government tonnage. 


What the increased dollar cost of European oil imports 
will be is hard to estimate. In 1955, ag will be noted from 
the next table, the gross cost of petroleum imports by 15 
Western Europe2n countries came to the equivalent of $34 
billion, of which Western Hemisphere oil represented around 
$690 million. The 1957 dollar fuel costs will be substan- 
tially increased, both by heavier dependence upon Western 
Hemisphere oi! (and coal as well) and by soaring shipping 
rates. But these added costs will not involve “billions of 
dollars’, as sometimes stated. Not all of Western Hemi- 
sphere purchases have to be settled in dollars, since some 
of these payments are made in nondollar currencies to British 
and other foreign owned producers and carriers. _ 


Gross Cost of Petroleum Imports by Western European 
Countries in 1955 


(In Millions of Dollars) 


Western Middle Other 

Imports By: Hemisphere East Areas Total 
United Kingdom $300 $544 $ 96 $940 
py UE Pe aac nncecermc 45 496 31 572 
Li a Can Opt eee oaene 29 310 11 350 
Netherlands ......... 88 159 74 321 
West Germany 51 138 54 243 
Sweden Perio sek ena eh mine siete alate 73 25 133 231 
RLS a ial wtlerpiofnietuioib stoi slak aatas faieeate 33 97 46 176 
emrmnerie 0 ed's cia sini 601m 9 — 88 97 
MNOLWEY Wehiactseatac san ae 28 1 55 84 
Ireland ig riiiiiden sass. 9 1 36 46 
Gr6eCe Sp ayaciaeinin -erie © —_ _ —_— 45 
wayne WAG Sserboge ce 16 16 10 42 
POreus Ay seccietanaen'a9 10s 5 22 13 40 
PON IRTI Uriclal sistas Sametln ata) Wieca pale, cctetayoiara 3 —_— 387 40 
Per net Sei Ee pies Aiea 1 _ 13 14 

Gi Te Oe AA ees Chuan oe modeen = $690 $1,809 $697 $3,241 


How Much Disruption? 


Should this program prove practicable, the net oil de- 
ficiency in Western Europe would be held down to about 
500,000 barrels a day—a decline in total supply of about 
15 per cent. Despite its great increase during: recent years, 
oil consumption in Western Europe in 1955 accounted for 
only 18 per cent of total energy requirements. On. this 
basis the decline in over-all energy would be only 3 per cent. 
These calculations of course assume no additional interfer- 
ence in the Middle Eastern oil flow. 


Over-all figures, however, are unrealistic to the extent 
that they do not take account of the widely-varying depen- 
dence upon oi] of the different European countries. This 
variation is brought out in the next table, showing both 
growth of oil consumption over the 1948-55 period and per- 
centage of total energy supplied by oil in 755. 
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Growth of West European Oil Consumption 
Per Capita Consumption Ratio of Oil 
of Oil Products Consumpt. to 
(In Kilograms) Per Cent Total Energy 
1948 1955 Increase (1955) 

Greece 96 143 49% 13% 
Portugal 65 105 62 47 
Sweden 431 1,113 158 44 
Treland 153 326 113 39 
Denmark 251 620 147 37 
Italy 57 197 246 33 
Turkey 18 50 178 30 
Puttwerlnnd or ccs.decasve 196 412 110 29 
WNetherlanda icucccietece: + 229 408 78 26 
Norway 373 711 91 25 
France 146 357 146 20 
Austria 56 237 323 20 
Belgium 167 434 160 16 
United Kingdom ........ 251 419 67 13 
West Germany ........ 42 194 362 9 

Western Europe .... 133 302 127 18 
United States =. .seseon 2,000 2,600 30 44 


It will be seen that the dependence on oil as a source 
of energy ranges from 73 per cent for Greece—where local 
coal is low grade and most of the potential hydroelectric 
power is still undeveloped—down to 9 per cent for Germany, 
which has abundant coal resources. In Sweden and Den- 
mark the percentages are 44 and 87 respectively, both coun- 
tries having shifted to oil as a result of diminishing export- 
able surpluses of coal in Great Britain and Poland: 


It will be noted that the 13 per cent shown for the 
United Kingdom is one of the lowest on the list. According 
to the December issue of The Banker (London): “An 
average cut of 25 per cent in oil supplies could probably 
be borne for a few months without developing serious or 
cumulative effects, given a flexible allocation of motor fue} 
to industry and more flexibility for “C’’ (small commercial) 
vehicles, and provided that the needs of the big industries— 
notably steel and glass—that are heavily dependent on oil 
fuel could be substantially met.” 


In other words, given tthe “flexible allocation (rationing) 
of motor fuel’? mentioned, the extent of slowdown of British 
industry stemming from fuel or transport shortages may— 
—as The Banker concludes—be less than most popular com- 
ment has seemed to suggest even if the oil stoppage is pro- 
tracted. Doubtless the same can be said in varying degree 
of other Western European countries whose dependence 
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upon oil is still relatively low. Thus far the effects have 
been mainly in the automobile industry where sales have 
been slowed down by gasoline rationing and other limitations 
upon motoring. 


The foregoing, however, is unfortunately not the whole 
story, even for those countries where the impact on current 
output proves to be relatively moderate. As The Banker 
goes on to point out, the total economic burden fastened upon 
the economy will still be large: 


The escape from serious dislocation and hardship will have been 
attained chiefly at the cost of a drain upon stocks, severe further damage 
to the gold and dollar reserves and to the non-dollar current balance of 
payments as well. Even if, as has been suggested, the visible (non-oil) 
account shows no immediate net deterioration, that would still conceal a 
real strain, because a substantial part of the lost imports will have to be 
replaced eventually, whereas much of the frustration of exports would 
represent an irretrievable loss—in the sense that new business must be 
won to make it good. 


Some of the immediate consequences of this crisis may appear to be 
disinflationary—the loss of exports has this effect, and so has the payment 
for imports by recourse to dollar reserves. Other consequences, such as 
the increased government expenditure overseas, have no immediate do- 
mestic effect. But almost every one of them represents a future burden, 
a future inflationary strain—except only to the extent that the real price 
is being paid currently, by enforced or voluntary abstentions from domestic 
consumption that ease the pressure upon stocks, upon imports, and upon 
the gold reserves and upon other capital outlays. 


A Crisis of Confidence 


Apprehension over these longer-range influences, includ- 
ing the inflationary impact of higher fuel costs, rather than 
current imbalances, is what has been responsible for pres- 
sure on a number of the Western European’ exchanges, 
notably sterling. As the Managing Director of the Inter- 
national Monetary Fund, Dr. Per Jacobsson, pointed out in 
the statement announcing the recent grant to Great Britain 
of drawing rights on the Fund, the pressure on the pound 
was not caused “by weakness in the current account, but 
reflected a decline in confidence which caused remittances of 
sterling to be delayed and payments through sterling to be 
accelerated.” 


It was to counter these psychological and speculative 
forces or, as the London Economist put it, “to impress the 
foreigners that the attack on sterling is irrational” that the 
British authorities took a step intended to put the country’s 
“secondary” reserves “on parade” by obtaining permission 
to draw up to $1.3 billion against Britain’s quota in the 
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ECONOMIC DEVELOPMENT OF CEYLON 


By Theodore Morgan 


(Prefessor of Economics, University of Wisconsin) 


The Island of Ceylon had a population in mid-1956 of 
8.8 million. It is an eight-year-old independent member 
of the British Commonwealth, with little or no hostility and 
some real attachment to Westminster and the English. 
“Ceylon is the best job the British have done,’’ once said 
Sir Oliver Goonetilleke, the present Governor General. 
About seven-tenths of the people are Sinhalese, descended 
from ancient invaders out of North India—the Sinhalese 
view Ceylon as their own country. Slightly under one- 
quarter are Tamils from South India, of whom half have 
been in Ceylon for many generations, the other half having 
migrated during the past century or so. About 7 per cent 
are of other races. 


The temperature hardly changes the year round. Near 
Colombo, in the southwest, where there is the most rainfall 
and the population is most dense, the monthly average tem- 
perature varies only between 79° and 82°. As one traveis 
up into the hill country of the central south, the climate 
becomes semi-tropical and temperate. At Nuwara Eliya, 
6,200 feet up, the monthly average temperature hovers 
close to 60°. 


Ceylon is an agricultural country. About 72 per cent 
of the population live in rural areas, producing some tea, 
rubber, and coconuts, but more characteristically growing 
rice and minor crops on minute land units. The median 
peasant rice paddy is under one-half acre. Some 10 per 
cent more of the population live on large-scale estates, many 


Monetary Fund. This was the very situation that the Fund 
was designed to meet, particularly since, as pointed out by 
Dr. Jacobsson: 

Britain’s situation has been and continues to be essentially sound. 
i . The credit squeeze was showing good results, the rise in prices had 
been checked and exports—including those to the dollar market—had 
reached record levels. A state of equilibrium had almost been 
achieved. 

Other Western European countries may also, if their 
reserves should fall too low, approach the Fund to see them 
through the temporary squeeze on their balances of pay- 
ments. France, whose international payments were under 
pressure long before the blocking of the Canal, was granted 
by the Fund a drawing credit of $262 million last October. 
This amount is equal to 50 per cent of France’s quota in 
the Fund. 


Future European Energy Supplies 


Finally, reverting again to longer-range considerations, 
one thing is clear: Western Europe will strive to. minimize 
its exposure to dangers made painfully apparent by the 
events of the past six months. Incentive has been given 
to the construction of supertankers capable of operating 
economically around the Cape of Good Hope, and to efforts 
to lessen dependence upon Middle Eastern oil generally by 
developing production in other parts of the world. Major 
oil producers in the Middle East are reported already recon- 
sidering their future expansion programs in that area. Fuller 
utilization of hydroelectric resources in Northern Scan- 
dinavia, Austria, and Yugoslavia will be encouraged, and 
new urgency given to development of nuclear power through- 
out Europe. 

In addition, the idea of a common European market, 
which was already growing, should be strengthened. 


of them owned and operated by Europeans, and producing 


most of the export crops—tea, rubber, and coconuts. The 
remaining 18 per cent live in towns. Relisnce on agri- 
cultural exports means variable incomes. Between 1951 


and 1952 the buying power abroad of Ceylon’s exports drop- 
ped nearly a third; and between 1952 and 1955 rose by 
about four-fifths. This variability is an especial worry for 
a country that must import about half of its main food, 
rice. Average monthly incomes for individual income re- 
ceivers were in 1953 Rs 107 ($22.50); and median income 
was Rs 66 ($13.90). Income was distributed considerably 
more unequally than in the United States or England. 

Has average consumption been rising in recent years? 
The evidence is mixed. My own _ conclusion is that per 
capita consumption has probably risen by 10 to 25 per cent 
since the late 19380’s, after being depressed during World 
War II. Domestic food production per capita seems to have 
remained about constant. 


Economic Progress 


By “economic progress’ is meant rising average real 
income, that is, a rising quantity of goods and services 
produced per person. We can take it for granted that 
Ceylon will gradually import and adapt to its own uses 
foreign techniques, capital equipment, and varieties of plants 
and of animals. Such ingredients of progress will inevit- 
ably raise total real income unless there is overwhelming 
disruption from war outside or in Ceylon. Peaceful condi- 
tions abroad mean continued markets for Ceylon’s export 
crops and continued supplies of half of its food and nearly 
all its amenities. Peaceful conditions at home mean more 
investment in the long-run future of the Ceylon economy, 
and avoidance of the destruction and dislocations that can 
make progress impossible. 

I leave to the reader’s judgment the chances of ade- 
quate world peace. What are the chances of adequate order 
within Ceylon? In its favor are isolation by water from 
other countries, the example of Gandhian nonviolence in 
India, the local Buddhist teachings of nonviolence, a work- 
ing democratic system on the British model, and consider- 
able respect for law and order. And yet, consider other 
indications. The murder rate in Ceylon is one of the 
highest in the world—nearly half again as high as in the 
United States. India, whose culture is much like Ceylon’s, 
fell into savage violence during partition. Ceylon has a 
Communist movement sufficiently confident to have staged 
a trial insurrection in 1953. in nrotest against reduction of 
the rice subsidy. 

On balance, the prospect for Ceylon’s continued domes- 
tic order seems to me good. I assume that a government 
machine something like the present one continues. But if, 
some time in the next generation, a Communist regime 
should seize and hold power, the social problems of econo- 
mic progress considered below would still exist to plague the 
new bureaucrats. A Communist regime devoted in fact as 
well as in form to raising consumption would face greater 
obstacles than a democracy because part of the population 
would be hostile and would act only by compulsion. On 
the other hand, such a regime would be willing to tolerate 
greater human suffering—‘“You must break eggs to make 
an omelette,” said the late Joseph Stalin—and it would be 
willing to use force. 
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In 1870, Ceylon’s population was 2.5 million. Today 
it is 8.8 million, and is rising 2.6 per cent a year—one of 
the highest rates in the world. Ten years from now, cur- 
rent growth rates wil] build up to nearly 12 million people. 
One of the great medical achievements of our times is the 
victory of DDT over malaria. In 1946 the Ceylon death 
rate was 20.2 per thousand; in 1947, 14.3. Continued 
medical and sanitary work had reduced the rate by 1954 to 
10.4—lower than the death rates of Belgium and France! 


But the birth rate remains nearly as high as ever—in 
recent years between 86 and 41 per thousand per year. 
Ceylon faces the hard fact that, in view of the cultural and 
physical obstacles, modern science can much more easily 
cut the death rate than lower the birth rate or raise the 
food supply. 


The issue is plain: Any check to population growth 
will make economic progress more likely or speed it up. 
Continued or accelerated population growth will make pro- 
gress slow down or stop. In one meeting of government 
officials I attended, the problem of development was put 
as that of keeping the standard of living from falling—not 
of raising it. 


What are the ways of meeting tne needs of growing 
numbers of people? First, production from existing acreage 
can be raised. But such advance will take place slowly. A 
peasantry is by nature conservative: farmers cannot afford 
to lay a heavy bet on the advice of outside experts who 
will not themselves starve if their advice is wrong. Two- 
thirds of the agricultural workers of rural Ceylon are hired 
laborers or tenants; many of these people have little con- 


scious interest in higher agricultural production. The rise 
of population already has forced fragmentation of culti- 
vated land into postage-stamp plots for which improved 


methods are often not practicable. 


Second, more land can be cultivated—perhaps half as 
much again. But the land now left to jungle is not of 
first quality, and heavy investment is needed to clear, irrigate, 
and fertilize the marginal lands that are brought into culti- 
vation. Recent land reclamation has cost the state up to 
$210 an acre. 


It is not easy to be optimistic about the possibilities 
of land improvement. As farmers gradually improve their 
methods and as they and the state develop new lands, the 
population will still keep on rising—and it is a gamble 
whether average output will rise. 


Emigration is no way out, since migration has been 
planned to a near standstill in our present world. Absorp- 
tion of the growing numbers of the work force into industry 
is no adequate solution to population pressure either, in a 
country that is, by present knowledge, not endowed with 
minerals and fuels for industry. Nor can Ceylon afford ‘to 
wait and hope that a rising standard of living and broaden- 
ing education will eventually lead to a falling birth rate. 
Europe’s example suggests that the population would triple 
or quadruple while, and if, this adjustment was being made. 


The remaining possibility is a crucial watershed for 
Ceylon's future. Can the government plump for family 
planning, and dispense information and facilities for con- 
traception at hospitals, dispensaries, and maternity homes? 
Bold action is needed, and considerable expenditure, if the 
birth rate of 86.2 per thousand is to be brought down 
within earshot of the death rate of 10.4. Official opinion 
leans this way and that. The first prime minister after in- 
dependence, D.S. Senanayake, felt that Ceylon’s population 
was no issue. His son, the second prime minister, felt it 
was. 


India gives example of government-sponsored family- 
planning clinics. The International Bank mission urged such 
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a policy for Ceylon. In the country as a whole, there is 
little religious opposition: Buddhist and Hindu opinion 
seems neutral; Catholic opinion is opposed, but Catholics 
are a small minority. The growth of social welfare mea- 
sures of the state means that children are less needed as 
social security for the parents. On the other hand, if Cey- 
lon remains mostly agricultural, as is highly probable, the 
spread of social attitude favoring the small family will be 
slower than it has been in urban societies. 

The handicap of swiftly increasing numbers is so ob- 
vious, that, I think, a considerable effort toward family 
planning will probably be undertaken by the government 
during the next ten years. 

So much for the crucial conditions of economic pro- 
gress: enough peace and order and not too fast a rate of 
population growth. Given these, a rising standard of living 
is inevitable. 


Social Implications 


I come now to the social implications of other influences 
on Ceylon’s economic development. They seem to me to be 
less crucial than the first two. Yet they are correlated with 
what happens to public order and to population, and in a 
situation otherwise nearly neutral can sway the balance to- 
ward growth or decline of average incomes. 

Hungry and sick people cannot do much work. Sick 
people still need to eat. Improvement in diet and in health 
are part of the foundation for economic advance. 

Nutrition is a problem both of production and of social 
attitudes and habits. Ceylon’s diet is much above Indian 
standards. Nevertheless, a quarter or more of hospitalized 
illness it attributed at least partly to malnutrition. Rice is 
the staple food. The typical diet appears deficient in cal- 
cium, iron, phosphorus, certain vitamins, and available pro- 
teins. Foods that could supply the gaps—such as milk, 
cheese, eggs, fruits, and vegetables—enter the main meal of 
most people only as delicacies, much as candy does in an 
American diet. The almost universal hookworm infection 
diminishes available nutrition. 


Death-dealing diseases are steadily being conquered in 
Ceylon. Infant mortality is half what it was ten years ago, 
and maternal mortality nearly one-quarter; malaria is under 
control, tuberculosis deaths are falling rapidly, and so on. 
But there is still much to do. Parasitic diseases continue 
to sap vitality. Hospitals are overcrowded; doctors and 
nurses are too few. Ayurvedic (folk) and ceremonial 
medicine continue to be popular. 

Better food and better health are a cause of increased 
production, for a great deal of continuing improvement is 
possible just through making people aware of what foods 
they need and of the ways in which disease is spread. More 
money to spend is by no means necessary; the aim is rather 
to have people choose to work and live somewhat differently. 

Here are two examples: 


1. Rice is the respectable staple food, which one eat, 
unless desperately poor. But the same values can be got 
cheaper in kurakkan (a cereal), and far cheaper in cassava. 
The cost of calories in the form of cassava is a sixth to an 
eighth of their cost in the form of rice. The right variety 
of cassava must be used, and it must be prepared properly 
to avoid the formation of a poisonous compound in its starch. 
We can easily show people how to grow and prepare safe 
cassava. The real difficulty is to convince them that eating 
cassava can be safe, and that it is respectable. The savings 
from these cheaper calories could be put into more protective 
foods. What protective foods? People need to be made 
aware of what their bodies need, and of the particular food 
values of the fruits and vegetables they often can easily 
grow. 
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2. Among the parasitic infections are hookworm, 
afflicting about nine in ten of the population, and round- 
worms, a chief cause of death to children in their early 
years. Filariasis is not uncommon; diarrheas and dysen- 
teries are both acute and chronic. If there were enough 
sanitary latrines and better personal hygiene these infections 
would be wiped out. Less than one house in three has 
any sort of latrine; many of the latrines in houses, schools, 
and other public places are in bad order. Among towns and 
cities only Colombo has an effective sewage system, and 
even in Colombo only one house in three is connected to the 
sewer. Few families boil their drinking water. All of them 
ought to. Nearly all people eat with their fingers. Their 
fingers are not always clean. 


There is no point to the government’s latrine building 
program if latrines are not kept in good order and are not 
used. Nor would the government need to build them at all 
if individual families were aware of their importance and 
put some of their free time into building and maintaining 
them. 


In these matters of diet and hygiene a good deal is 
gradually being done; and much more could be done to 
secure the needed change in attitudes. The newspapers; 
the radio; government billboard advertising and pamphlets; 
meetings and conversation between the staffs of the hos- 
pitals, dispensaries, and maternity homes and the natural 
leaders of the people, especially village headmen; and above 
all, a very serious effort in the schools to inculcate basic 
knowledge of nutrition and hygiene—these can in time do 
wonders for the health and vitality of the Ceylonese. “It’s 
just not done” needs to become the automatic reaction to 
poor practices. 


In Ceylon, as in other countries of the East, class divi- 
sions cut deeper than they do in the West. All aspects of 
status—income, prestige, occupation, caste—are closely 
correlated with each other. And the range between’ high 
and low is far wider than in the West: “Civil servants,’ 
says Professor T. L. Greene of the University of Ceylon, 
“walk with the gods—but the sweepers are less than the 
dust.”” We have accordingly a powerful social engine that 
can either channel peoples’ energies into work that will ad- 
vance economic progress or handicap progress. In fact, it 
does the latter. 


The ambitious young man in Ceylon wants to be a civil 
servant—from 75 to 99 per cent of secondary school boys 
recently gave this as their first choice, and 63 per cent of 
university freshmen. Among the reasons for this choice 
are the prestige of posts once filled by the British, ‘‘econo- 
mic security,” and the large dowries that a civil servant can 
command. Runner-up occupations are medicine, the law, 
and perhaps politics. Not a single university entrant in the 
Straus study just cited wanted to be a planter, although 
tea, rubber, and coconuts are the major export industries 
of Ceylon. 


In sum, the preferred occupations are bookish occupa- 
tions. Prestige and a sense of personal success go to the 
person who is'skilled in words. The upper social and in- 
come groups are disdainful of practical and mechanical work 
in which you get your hands dirty. The English tradition 
of university work as a training ground mainly in literary 
subjects for an elite group has been a reinforcement to 
these local attitudes. 


The result is that, although training in practical fields 
is available, almost no students choose it voluntarily. The 
students: who choose it are those who are compelled to, 
because they have failed to pass the examination that would 
qualify them for further academic work. Their failure 
means they are the least competent of the candidates, at 
least in the ways the test measures. It also means they 
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are discouraged. It is from their ranks that the middle 
range of technicians will mainly be drawn—the foremen 
and shop managers—on whom Ceylon depends vitally for 
the prompt and imaginative adaptation of modern technology 
to local needs. 

The new: independence of Ceylon has encouraged a 
Swabasha program: school students are to be instructed in 
Sinhalese or Tamil, depending on what is spoken in their 
homes. English is to become a secondary language, whereas 
in the past it has been the primary language of instruction 
in the upper grades and the university. The psychology of 
wanting to have education in one’s native tongue is under- 
standable, but the policy will tend toward intellectual star- 
vation. For knowledge of English will wither, and there will 
be few original writings of quality, and few and often late 
and imperfect translations into the local languages. The 
populations that use those languages are relatively small 
and will not be able to provide financial support for much 
of a publishing industry. Ceylon will be more isolated 
culturally and scientifically than.it would have been had 
English been retained as the language of higher instruc- 
tion. 

Ceylon’s culture teaches obedience and passivity. Schools 
emphasize learning by memorization, and students often 
recite in unison. Teachers indoctrinate; they do not en- 
courage their students ‘to experiment and question. Desire 
is thought the root of evil; asceticism and austerity are re- 
vered. In the Hindu and Buddhist views, obedience and 
resignation are primary ideals of life and will improve one’s 
fortune in this life and in reincarnation. 

A Westerner in Ceylon is struck by some degree of 
pessimism and cynicism about Ceylon’s future. Ceylonese 
people hardly believe that the long stagnation of the past 
is going to change in ways that they want. 


Changing Attitudes 


What I have put down on these matters of education 
and culture indicates a society that values security more 
than progress. And yet the Ceylonese do want economic 
progress. I once sampled for two weeks the front page 
items in the two leading English language papers of Colombo, 
the Times and the Daily News. Two-thirds of the items 
had some connection with economic development. 

Development is going on. and as it proceeds, these 
social attitudes will gradually change in the direction of 
more practical-mindedness; more mobility, geographically, 
socially, and economically; the attachment of more prestige 
to getting ahead financially and greater focus of ambition 
on financial success; a frame of mind more inquiring, skepti- 
cal, and experimental; less attachment to family and 
to family occupations; more of the unsettling notion 
that les grandperes ont toujours tort. These changes— 
many of them unpleasant to the Ceylonese—will be con- 
comitants and results of development. But they are also 
causes of economic progress. 


Government Policy 


Several policies that can be emphasized by government 
would be helpful to progress, and probably also socially 
acceptable. 

Effective vocational counseling is needed to steer young 
people away from vain ambitions for the civil service and 
into occupations which have more openings and which will 
further progress—such fields as bacteriology, genetics, 
agronomy, soil chemistry, engineering in general, agricultural 
extension, -nursing, public health and preventive medicine, 
and practical teaching. 

The disjointedness of training and needs is underscored 
by the 1950 survey of Professor Greene. Over half of 
secondary school students wanted to go into professional 
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and public service work, but only one in six could expect 
to find a job there. Only one-fourth wanted to go into 
“production” occupations, but almost two-thirds of the op- 
portunities were there. 


One result of wrongly directed 
employment and underemployment appear to be equally 
heavy whether people have had no schooling, primary 
schooling only, or secondary schooling. According to a 
1953 survey, unemployment was about 17 per cent of the 
work force for all three groups, and underemployment (de- 
fined as working less than twenty hours a weck) ranged 
from 10 to 14 per cent. 


The government could boost the prestige and the at- 
tractiveness of practical work by setting its own pay scale 
higher for such types of work. Maintenance grants for 
secondary school and university students who are specializ- 
ing in practical fields could be relatively large. The civil 
service examinations shoud be revised so that they give a 
great deal of emphasis to problem-solving ability in agri- 
culture, biology, and mechanics. 

The Ministry of Education should do all it can, year 
after year, to shift educational practice away from the old 
memorization—reciting in unison and blackboard and book 
work in which facts are indoctrinated by authoritarian 
teachers—to training that is an adventure of discovery 
shared by teacher and students, oriented in large part to- 
ward local problems of production, diet, and hygiene. The 
problem-and-experiment approach can be used on many an 
issue of seed types, animal breeds, fertilization and irrigation 
practice, bacteriology, chemistry, and physics. 

A Westerner in Ceylon is conscious of other social 
attitudes than those I have listed that are hindrances to 
economic advance. Caste still counts in Ceylon and bars 
the choice of the best man or woman for a given task. But 
easte distinctions are weakening and will continue to weaken 
as development proceeds. 


As in any rural and isolated environment ghosts, spirits, 
and gods of various descriptions are numerous in Ceylon. 
Even men who have taken their degrees at Cambridge and 
London, and the highest ranking graduates of the University 
of Ceylon, are acutely aware of the spirit world around 
them. Astrology is firmly established; officials and business- 
men often take astrological advice before making important 
decisions. I can only think that such an attitude is a dis- 
traction from the prompt and efficient solution of practical 
problems, The attitude will wane as economic advance con- 
tinues, since that advance means more of a materialistic ap- 
proach toward concrete problems. 


training is that un- 
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The culture of Ceylon encourages women to be especial- 
ly submissive and docile, and so their contribution to pro- 
duction is lessened. Their movement into industry no doubt 
will increase as economic progress continues. 

As in many another traditional community, close family 
ties are a hindrance to any individual’s getting ahead, and 
hence to his trying to get ahead. If the culture compels 
him to share his gains with many a less fortunate relative, 
his taking risks and struggling for financial success are dis- 
couraged. These family ties should slowly soften with in- 
creased mobility and the growth of a commercia] point of 
view. 

At the government project in irrigation, electric power, 
and resettlement at Gal Oya, a settler proudly showed visitors 
his sacks of harvested rice. But the sentiment nearest his 
heart was the inefficiency of his government, which ob- 
stinately refused to repair the roof of his grain room, with 
the result that his harvest was rotting. The settler’s attitude 
is an extreme case of a common malady. The psychology 
of looking to government for action and care of everything 
is deeply imbedded in Ceylon’s ancient culture; it has been 
reinforced by the authority of the Portuguese, Dutch, and 
British regimes, and reinforced again by the obvious need, 
in these days, for a great deal of government action to fur- 
ther development. The present Six-Year Development Pro- 
gram is a program for investment by the government. 

The psychology of dependence on Colombo, and the 
related unique prestige and self-conscious authority of the 
civil servants, are sharp handicaps to Ceylon’s progress. 
These handicaps, too, should diminish as development pro- 
ceeds, as more and more people achieve the self-respect and 
independence that economic progress implies, and as the 
school system, one hopes, inculcates more of self-reliant, 
practical-minded attitudes. 


Conclusion 


A final summary view on Ceylon must be optimistic. 
Ceylon is in a favorable geographical location for stimulus 
from outside, much as England and Japan are and were. She 
is removed from probable storm centers and hence may 
hope for a peaceful future. Certainly techniques will keep 
on improving. Mistakes will be made by government and 
by private entrepreneurs, but they will be corrected, or put 
up with. If the country stays peaceful, production will 
rise. Production will rise faster if and as attitudes and 
values change so that they favor economic advance, and if 
and as real investment speeds up. If the population increase 
is checked enough, the standard of living will rise. 


THE WEST AND TRADE WITH CHINA 


By Dr. Max Biehl (Kiel) 


In 1938 China did a foreign trade turnover amounting 
(at the then prevailing prices) to 1,000 million U.S. dollars, 
half of which was done with Japan; it was accounted for, 
that is, chiefly by trade between Japan and Japanese- 
controlled Manchuria. Her foreign sales for 1956 will 
amount at the official exchange rate of the yen to $5,000 
million, 80 per cent of which will have been done with the 
Soviet Union and the other countries of the East Bloc (at 
prices kept strictly secret), so that there will again remain 
approximately $1,000 million for trade between China and 
the rest of the world, though at today’s higher prices, and 


with the alignment of the various countries according to 
their volume of trade with China greatly changed. 

The accessible statistical material relating to China’s 
trade with the East Bloc is not exactly abundant, but the 
outline of the overall regional grouping is fairly clear. 
The table given below embodies all the information that.has 
been made public in this connection by Chinese official 
sources. The figures are usually only relative. All we 
have as a guide to absolute overall values is a single state- 
ment made last year by the Foreign Minister, Yeh Chi- 
chuang, in the Moscow periodical ‘“Vneshnyaia Torgovla” to 
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the effect that China’s foreign trade for 1954 had reached 
a figure of 8,486.7 yen (US$3,400 million). 


: One of the facts that can be gleaned is that (if we 
ignore the undisclosed price basis) the European People’s 
Republics alone, without the USSR, do approximately as 
much trade with China as all the non-Communist countries 
put together. The respective shares of the different coun- 
tries are not stated, but we shall not go far wrong if we 
put those of the Soviet Zone, Poland and Czechoslovakia at 
a quarter each and ascribe the last quarter to the other 
European People’s Republics. Among the three first-men- 
tioned countries the Soviet Zone of Germany does, how- 
ever, appear to have a short lead over the others (in the 
same way, of course, as it takes first place after the Soviet 
Union in the exchange of goods between the countries of 
the East Bloc as a whole): the Soviet Zone’s turnover with 
China amounted in 1951 to $88 million, and in 1955 it is 
saiti to have been $330 million, or almost DM 1,400 million. 
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What the Soviet Zone supplies to China consists entirely of 
means of production; in 1955 elements of production (and 
raw materials) made up over 90 per cent of China’s total] 
imports, and they continue to account for a large propor- 
tion of the deliveries of the East Bloc countries. 


Trade Structure 


A sort of supreme direction over the distribution of 
orders is exercised by Moscow, whose position as the central] 
directing agency for economic integration in the East Bloc 
is extremely strong. It is said that no cutting down of 
supplies which would prevent China’s clearing indebtedness 
mounting and take some of the load off the capacity of the 
European People’s Republics, which in some cases is much 
strained by these deliveries, will be sanctioned even when 
western currencies could be obtained by diverting the ex- 
ports in question. Instead, it is said that at the request of 
Czechoslovakia Moscow has taken over one-fifth of China’s 


China's Foreign Trade 1950—1955 
(from Chinese sources) 


Values in per cent of totalt Values in US$ millions 


Countries 1950 1951 1952 1953 1954 1955 1950 1951 1952 1953 1954 1955 

Ost Biee Total icra wemiaeen silane henesies 33.48 63.28 78.08 75.49 80.00 80.70 532 1,390 1,720 2,232 2,720 3,550 
inluding: 

Soviet SUMIGN | Hees cur cicess 5 0% tanned 30.89 48.72 67.34 56.39 -- — 490 1,070 1,265 1,670 — - 

Maron, Peoples] “RED. iu5 ches ccs sets ess 1.99 13.24 19.02 16.58 _ _ 32 291 418 488 600t 800" 

Asiat. Peoples’ Rep. .....csscccencccens 0.60 1.32 1.72 2.52 — oe 10 29 87 14 — - 
Western Countries ........ccssececses wee 66.52 36.72 21.92 24.51 20.00 19.30 1,070 810 480 720 680 850 
RUG so cescceshertipscvvisceneantisenss 200 100 100 100 100 100 1,602 2,200 2,200 2,952 3,400 


4,400 
ah eee SSS. 
+ Figures for 1950—1953 are drawn from an article of the director of the Chinese Institute of Foreign Trade, Mr. Ma Nai-schu, in ‘‘Neshnaya Tor- 


govia,” Moskva, May 1956. ¢ Absolute totals for 1954 have been published in Chinese sources (8,486.7) all other totals are calculated by means of 
relative figures, published in official sources. * Estimate. 


China’s Foreign Trade with Western Countries 1938—1955 
(in millions of US$. Source: International Cooperation Administration, W'ashington) 


Exports Imports 
Country 1938 1948 1952 1953 1954 1955 1938 1948 1952 1953 1954 1955 
Hongkong © Assis es cclene 69,7 70,7 91,0 446 68,4 31,8 70,4 108,5 145,3 150,0 121,1 157,1 
SA cic « vise wecedees 51,7" 273,4 _ _ _ od 48,8" 120,3 24,6 0,6 0,2 0,2 
Canada view afiecieans tues ite 2,8 29,1 _ _ 0,1 1,0 2,4 3,9 1,3 1,1 1,7 3,2 
RECURS cilcns ccdié ends orKe 87,8 81,8 50,5 100,8 89,5 111,1 100,8 68,0 57,6 128,8 100,1 131,9 
including: 
United Kingdom ......... 20,2 85,1 12,8 17,5 19,4 22,2 31,3 33,0 8,4 28,8 25,2 34,6 
Germany (West) st is 42,0%* 0,9 2,8 25,0 21,5 26,2 42,8%* 3,4 17,6 33,2 86,1 45,9 
Austria ........ eee —} 0,7 0,3 oo 1,3 1,8 —t 0,2 _ 1,0 0,8 1,2 
Switzerland . 6,2 12,2 18,0 26,5 28,2 23,7 1,6 9,6 9,9 16,1 11,0 15,8 
1 feo ge eA sfsig 0,9 5,3 3,7 4,7 6,2 5,7 1,4 1,9 2,2 7.4 2,1 4,) 
PANGS ase scsses sreiic Freee 5,5¢ 3,6 3,2 12,4 8,7 1,2 %,2t 7,8 5,6 11,0 9,4 11,8 
Belgium-Luxemburg .. .. LA 9,2 0,6 1,4 0,5 7,0 1,2 2,0 4,7 7,3 2,2 1,9 
Denmark 1,8 0,4 0,2 0,3 0,4 0,1 8,0 1,0 - 2,1 0,3 | 
Norway 0,7 2,9 1,7 0,9 — — 1,4 2,7 3,2 3,6 2,4 1,9 
Sweden 2,0 9,3 0,6 2,7 0,7 1,8 7,8 3,7 0,8 1,6 1,6 2,8 
Finland 0,5 1,6 6,6 5,4 6,6 12,5 0,1 0,2 0,8 1,6 2,8 4. 
Netherlands .. 0,6 0,6 —_ 4,0 1,0 2,9 3,0 2,6 4,9 16,1 6,2 8,1 
Qtbere 1666 vcinewvcdsivies ca, me 365,80 59,2 130,4 92,2 128,3 153,0 197,7 151,8 136,2 153,6 143,5 191,5 
including : 
Japan SMa tO nandannsiys, telson 4,1 0,6 4,5 19,1 28,5 160,5* 24,8 14,9 29,7 40,8 80,8 
Taiwan ‘ _ a — — _ _ —§ — 9,7 5,8 3,4 1,9 
Indochina 2,1 1,9 0,1 _ 0,2 _ 4,0 8,9 1,4 6,0 8,9 8,6" 
Malaya Sevevesavcenses 1,8 6,6 _ 1,9 6,4 4,2 13,6 50,1 39,5 34,4 28,5 87,8 
Indonesia 00.0 e6.010b.6s.60 oe 5,4 1,6 _— _ 2,3 6,2 4,6 11,7 7,4 2,1 3,5 9,9 
Ceylon . — _ 26,0 50,9 46,5 26,5 0,2 0,9 6,9 43,9 32,0 16,8 
India . 8,9 21,9 10,2 7,3 8,6 18,0 6,3 6,1 34,0 8,6 4,8 7,3 
Pakistan . —tt 9,9 88,9 7,3 26,1 81,7 —tt 20,8 2,6 3,0 3,7 0,4 
AVE: ac bas spaasedrp ness 1,0 = 8,9 10,4 11,4 24,5 0,7 0,8 0,7 0,7 0,8 0,9 
MOKOSER TER. basses Vee oscre _ _- _ —_ _ — 3,3 9,2 5,5 7,2 11,1 19,0 
ve he Pt ee 1,4 2,9 _ 0,9 2,6 4,6 _ 0,2 -- J _ — 
Muatralia A shied assay as 24 1,2 0,6 5,3 3,2 6,3 2,9 8,2 3,5 4,2 4,0 4,5 
Other known . 0,4 3,1 0,1 3,7 1,9 3,6 1,7 11,1 4,1 13,1 2,0 8,7 
Western World Total ...... 567,0 514,2 271,9 287,6 286,3 296,9 420,1 452,5 365,0 434,1 366,6 483,9 


* Including Kwangtung-Manchuria. ** The German Reich. 
tt Included in figure for India. ° Vietnam. 


+ Included in figure for Germany. 


t Without Saar. § Included in figure for Japan, 
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adverse balance, of which it has paid off 10 per cent in 
western currencies and 10 per cent in goods. It is precise- 
ly from China that the central agency of the “rouble bloc” 
obtains appreciable sums in western currencies, or, to be 
exact, in sterling. 


China earns particularly large sterling surpluses on 
trade with Hongkong, and these surpluses went up by leaps 
and bounds in 1955 and again in 1956, as China’s deliveries 
to Hongkong are constantly increasing, whereas her imports 
from Hongkong in that time have been cut down to a 
fraction of their former value. China also earns on her 
trade with the U.K. and with Japan and a few other coun- 
tries outside the sterling area surpluses which she is entitled 
to use in conformity with the rules which apply to “trans- 
ferable accounts”. The Soviet Union welcomes payments in 
free sterling. This makes it easier for the East Bloc to 
procure for China goods of western origin which are only 
subject to the special embargo on trade with China and not 
to the restrictions on West-East trade generally. This brings 
us right to the heart of the problem of trade with China 
on the part of the non-Communist world and the special 
embargo on trade with China. 


About 40 per cent of China’s imports from non-Com- 
munist countries for 1954 consisted of raw materials (chiefly 
rubber from Ceylon and cotton from Pakistan and Egypt) 
and 40 per cent of chemicals, which made up the greater 
part of the European deliveries (direct and via Hongkong). 
The great majority of China’s exports (outside the East 
Bloc no less than inside it) consisted of agricultural pro- 
duce, some of which had previously been processed by 
Chinese industries. Now, however, actual finished goods 
(with a raw material content of little value) are again be- 
ginning to play a perceptible role. According to Peking 
statements, exports of finished goods to the East Bloc for 
the first half of 1956 were twice as large, and to the rest 
of the world three times as large, as in the first half of 
1955. They comprise textile goods and other products of 
light industry and the household industries. The corres- 
ponding industries in Japan and Hongkong are already feel- 
ing the effects of China’s participation in competition for tho 
markets of south-east Asia, the Near East, Africa, ete. 
And they certainly have-cause to fear an organized drive 
by the State trading organizations of a country under a 
totalitarian regime. 


The Export Offensive 


- In August newspapers emanating from the Chinese 
People’s Republic reported resolutions by the Peking Council 

of State on quality control and price policy in respect of 
industrial exports. These are as far as possible to be com- 
pletely separated from goods destined for the domestic 
market. The export goods are to be turned out in special 
factories, or at least in separate departments. The Minis- 
try of Foreign Trade is instructed to exclude altogether 
from production for export firms which fail to comply with 
the higher standards of quality. Prices of specifically ex- 
port goods are fixed independently of those of domestic 
goods. It is understood that this implies a possibility of 
fixing militantly competitive prices from case to case in 
export trade. 

Up to now one has been inclined to think of the Chinese 
foreign trade organizations which deal with exports of 
standard market products as still at the stage of learning 
and finding their way about. They too will one day get to 
the stage where they know how to make full use of the 
tactical advantages at the disposal of State trading mono- 
polies. We may expect the “export offensive” to become 
a central feature of the Chinese People’s Republic’s trade 


policy, and we can be sure that the best brains will be 
put on the job. 


‘ 
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China’s Foreign Trade with Western Countries 
1952—1954 by commodity groups 


(Source: International Cooperation Administration) 
figures in millions of US$ 
Commodity 1952 1953 1954 
Exports to China 
Total’ Exports. < :...< Sec puieeeen oe a ea 272,5 287,4 294,68 
including: i a = 
| ne: PO pits tin futtick aC Tee ce age 4,2 6.6 
Oilseeds, oils and fat yi 4,8 11,1 
Endia-rubbet; PAW Weis sce. occlu A 48,3 43,2 
Paner,. ‘stationery {éere0 cc's seicy s See . 6,9 2,8 
Wool, PAW Sac scb.ciwis cost cee seam ede ts 18,8 13,4 
Wotton, LAW. Wiens > so rs'es tain ce sian na 18,6 39,9 
Other textiless i400. 05 0s) caeen apne mee ; 8,0 12,2 
Revtilizers Giutesr.cw.aaisu> annie s cee et 17,7 30,1 
Dyestuffs, tanning material ..... 12,3 20,1 87,4 
Medicinal dvmga) Sso94cc-c2ceueteiaa ions are 27,6 85,2 20,1 
Other chemleasis sities es tate sass seuss 11,2 12,9 25,6 
Steel. sities etal ota asters oe ass oie late 2,38 19,3 3,1 
Non-iron metals, metal products ............ 3,3 5,9 5.4 
Machines “iirctrve sasten'ae ccna aearcts bigtaa els 11,8 20,5 9,0 
Vehicles’ ~ SesiA Riss « 26 ans daetmenen a's catalan 0,2 0,4 4,3 
Other? Qoscahecnsites ac aelesain de cereus aieoitia ascot 30,4 45,8 29,8 
Imports from China 
Total Imports: isessinis + citer oee ae == & ies ee 367,9 432,7 3$75,4 
including: 
Living: etadkanment. Joesic. cacoea ic ccnie amen 24,3 21,7 29,5 
Milk protucts, Uc reese rce oreo. + ss vaaiee nets 18,6 30,4 27,8 
Coresla | Mar eRtisiotss sas Soecies Leela lw siteania rhe 42,4 50,7 47,2 
Fruit .and: vegetables) csiio. caeeewttuantas cman 53,5 50,5 38,6 
Other fo0ds 22. «6: Sacee cesar oterudere vente 25,3 29,5 30,4 
Oll-seeds Guna os Sate etinnee te se tenacieeaes 39,0 64,3 34,3 
Olle. Buds fate oe aeiaeicendies-comuits TORU 30,3 42,7 16,2 
Paper, statlonary: a. Aerescisee ss sae eainie ache 5,2 ep. 6,0 
Wool, woolen. textilesco. stairs ss ase elnier 3,7 14,0 10,7 
Cotton;) cotton? textiles v0.2. etka cn ease ce 4,0 5,9 7,1 
Other fibres and textiles ..........ceeeseeees 18,5 30,7 29,4 
Other products of animal or vegetable origin . 54,8 45,1 46,6 
Chemlealay) . pscrdsaigapavectnitte sive cui esahtuisanives 6,7 10,2 10,5 
Other and not specified commodities ........ 41,6 30,8 41,1 


The Embargo on Trade with China 


How can we best prevent China from acquiring much 
larger surpluses in sterling or other currencies over the use 
of which the countries outside the East Bloc have no con- 
trol? According to Britain, doubtless by allowing plenty 
of scope for regulated, open counter-deliveries proportioned 
to China’s export capacity, at the same time definitively 


China’s Foreign Trade with the Federal Republic 
(1956, first half year) 


Value in 
Commodity DM 1000's 
Imports from China 
Total: Vin porta igi +<o-d arate sic sivicidetadte dsisa/aa eats bb's aug 113,116 
ineluding 
Casings! 00 oa cicicn stom s sles awn eielelacels ie piarese eels vielhite 7,604 
E@E PFOMUCHS cides ey crc roe EONS WeUe wn elles 28,292 
FROTG Heke oss 5 sieeve Maan’: <div sis, Leper lw dtd lolialovai state talars 1,986 
Legumes, feeding stuffs ........:seeeeeeeeeeeeee 1,446 
Oll-seeds. for nutrition. 6).)...< pom sls tpi tayeisree wievetere 32,804 
Veget. olla ;for nutrition « «fides os see Kes renee 1,206 
Tee Sage <s saw wack cae 1,017 
OGL Sia: cravteanaccmcrns 3,214 
ura: fis oy csrsiowers 1,036 
Other hides and skins 3,026 
Feathers se csecece gesnnesmmaceme® 6,702 
Bristles and other raw materials 2,668 
Silke Sue Beis estes Sees Seite o SEN RTE alee aie eee 2,841 
Non-iron metals ........- 2,010 
Technical oils and fats 9,440 
Exports to China 
Total’ Exports.“ Sreesises see des Eis picid 3.4 ph teehee! 52,406 
including 
Fertilizers (Nitrogenium) ............ 25,075 - 
Tar Gyestuffa oso. .ssecacame ts ener 2,887 
Other chemical half manufactures .............. 6,420 
Pharmaceutical products ..........e+eceeseserees 1,855 
Other chemical prodwchay oii is 00s. ee ccuisiniain ais 10,311 
Chemicals 46,548 
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doing away with the special regulations of the embargo on 
trade with China which go beyond the general restrictions on 
West-East trade. They have long been illusory, and only 
serve to make trade through devious, uncontrollable channels 
rewarding. Some, though certainly only a very small part, 
of the distortions in trade channels are probably discernible 
in the turn taken by exports of Switzerland and Finland— 
neither of whom is bound by resolutions of the United Na- 
tions—to China. At all events the British Board of Trade 
is going as far as it possibly can again in granting special 
permits for exports to China on the merits of each case, 
with or without the consent of the “Chincom”. It is signi- 
ficant that a permit has been granted for a “trial consign- 
ment” of 250 British and 200 French tractors to China. 


Within the framework of the second Chinese 5-Year 
Plan the mechanization of agriculture, which at present 
comprises little more than I per cent of the land under 
cultivation (State-run estates and machinery hire stations), 
is to be extended to 10 per cent by 1962. For this China 
will need 120,000 to 150,000 tractors (reckoned in 15 h.p. 
units). Annual renewal requirements can then be estimated 
at 12,000 to 15,000, and the annual increase in stocks at 
least as twice that number. Referring to the question of 
fertilizers during the second 5-Year Plan, Chinese Party 
leader Liu Shao-shi stated: “Until 1962 we shall be able 
to provide only 3 tsins of chemical fertilizers per mou of 
land (equivalent to 22.5 kg. per hectare); the farmers 
will therefore have to continue to find the greater part them- 
selves” (by providing organic fertilizers). As the fertilizers 
will be chiefly nitrogeneous ones, the 22.5 kg. per hectare 
will. correspond to a quantity of 5 kg. of nitrogen—or a 
gross production of 3 million tons of commercial fertilizers. 
This quantity is small compared with the enormously en- 
larged acreage and increased yield of rice demanded by the 
Plan. But it is a big job providing the chemical industry 
with the capacity this would require. Here we have a few 
indications of the possible future trend of the demand for 
agricultural elements of production alone. 


Nor must we put our estimate of China’s actual ability 


to pay, or to export, too low. China’s exports and imports 
come fairly near to balancing. It is true that the Soviet 
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Union has provided large development credits (medium-term 
delivery credits) to an aggregate nominal value of over 
US$2,000 million spread over deliveries during a space of 
7 years. The average for one year is therefore $300 mil- 
lion, a considerable part of which is to cover not costs of 
materials but personnel costs of the development aid. In 
spite of this aid China, if she is to fulfil her commitments 
in respect of goods and services exchanged with the outside 
world, will have to bring the amount of her exports up to 
that of her imports (some $2,500 million in 1950). And 
this she will do, though not without hardship to the domestic 
consumer. All the same, these exports do not represent 
more than 6 per cent of China’s net production, and per 
head of population they work out at $4 a year. In spite 
of marked change in the grouping of the goods exported, 
the emphasis will nevertheless continue to be on agricultural 
produce for some time to come. The production plans for 
agriculture, which ought to be quite possible of achievement, 
given favourable circumstances, provide for an increase of 
aggregate crops considerably greater than the growth of the 
population. So even if the East Bloc retains a certain right 
of preemption, China need not necessarily lack possibilities 
of increasing her exports to the rest of the world—quite 
apart from the new exports of finished goods now beginning. 


The Federal Republic’s China Trade 
(first half year, 1955 and 1956) 
(in million DM) 


Imports from China Exports to China 


imports via exports via 
first half other direct direct other 
year countries im ports exports countries 
1966 weaees 98,98 10,32 69,48 12,83 
Et er eae: 113,12 17,46 52,41 8,09 


The Federal Republic’s trade with China, including as- 
certainable indirect exchanges of goods, represents about 
a twentieth part of the trade in goods between China and 
the Soviet Zone—always setting aside the hidden price fac- 
tor. The great predominance of indirect trade through third 
countries is not really desirable and can be taken as a sign 
that we have not yet got down dealing with this matter 
realistically. 


AND GOVERNMENT 


ACTIVITIES 


By M. H. Li (Taipei) 


For almost four years our Government has set indus- 
trialization on this island as one of its major economic 
policies. This policy has been embodied in the “Four-year 
Economic Development Programs.” Judging by the remark- 
able success of the programs, particularly with respect to 
industrial production goals which have been attained more 
or less, it seems that the Government is fully justified in 
launching such programs. 


It is conceded, however, that the problems of industriali- 
zation in under-developed countries are many, the nature of 
which is rather complicated; and as the Government is pre- 
paring to start the second four-year programs early next 
year, it now seems an appropriate time that we review, if 
only in general terms, the nature and problems of indus- 
trialization in these countries. It is hoped that our econo- 
mic planners might benefit from the following observations. 


This article will primarily deal with problems relating 
to government activities only; these problems are probably 
the most important in relation to industrialization. 


Industrialization 


The term “industrialization” is generally used in the 
strict sense to designate the growth of manufacturing indus- 
try only: therefore it is a part, but no more than a part, of 
the much broader process of economic development. The 
purpose of industrialization is twofold: (a) to raise the 
standard of living of the people through a steady increase 
in the efficiency of factors of production, and (b) to deve- 
lop a balanced economy between agricultural and industrial 
sectors and thereby ensure a more stable economy. 

It should be noted that the development of manufactur- 
ing industries does not mean precluding the development of 
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agriculture. On the contrary, they are in nature mutually 
dependent. The problem of the less developed countries is 
not one of choosing between industrial and agricultural acti- 
vities but rather one of ensuring the balanced expansion of 
all appropriate sectors of the economy. In general, the de- 
velopment of agriculture simultaneously with manufactur- 
ing is needed if a steady economic progress is to be achieved 
and structural disequilibria avoided. 


Lack of capital, technical knowledge and entrepreneurial 
ability is a characteristic common to almost all under- 
developed countries. Industrial enterprise depends largely 
on the successful adaptation of production techniques to the 
availability and relative cost of the factors of production 
and to the pattern of demand that exist in the under- 
developed countries in question. The availability of for- 
eign exchange is usually also a limiting factor, and weak- 
nesses in public administration are in most cases ‘obstacles 
to industrialization.” The inability of domestic consumption 
to sustain economic levels of production, the general inade- 
quacy of the various economic and social overhead facilities 
and the resistance that traditional social and cultural pat- 
terns often manifest in the fact of the forces generated by 
the industrialization process, are all possible difficulties. 


An industrialization program depends for its success on 
a simultaneous attack on all the obstacles that exist. Any 
single policy, if pursued by itself, is unlikely to achieve 
much in the way of sound industrial growth. Industrializa- 
tion is a cumulative process, and the successful negotiations 
of early difficulties will reduce the dimensions of later diffi- 
culties Policies which succeed in raising productivity and in- 
comes will lessen the inadequacy of the local market and 
facilitate the process of saving, and the establishment of 
certain industries tends to improve the economic environ- 
ment and assist in the establishment of other industries. 


Sometimes the sparseness of the population places a 
limit upon the speed and extent of industrialization. But 
in general, rapid industrial development is likely to be easier 
in countries with a low ratio of population to land and a 
low rate of natural increase than where there is a com- 
bination of high population density and high rate of popula- 
tion growth. To increase agricultural productivity, savings 
and industrial investment are more readily achieved in coun- 
tries of low population density than in those of high popula- 
tion density. For in the latter case, mechanization of agri- 
culture is difficult and a very high proportion of small per 
capita savings has to be invested in the younger genera- 
tion. 

The importance of the human factor in industrializa- 
tion needs emphasis. As Dr. Simon Kuznets remarks, “The 
major capital stock of an industrially advanced country is 
not its physical equipment; it is the body of knowledge 
amassed from tested findings and the capacity and training 
of the population to use this knowledge effectively.” 


Industriat development entails profound changes in 
social organization and structural changes in the economy. 
If undue social costs are to be avoided, the pace at which 
such changes can be brought about is governed by considera- 
tions, such as the rate of growth of population and of agri- 
cultural production, which are not usually susceptible to 
sudden or rapid short-term change. 


It has been argued that the financing of industrializa- 
tion, at least in its initial stage, by means of additional bank 
credit might be the answer to the problem of speeding up 
the process. It is true that direct provision of purchasing 
power to the indicated sector might rapidly divert resources 
towards the desired types of investment. In so far as these 
resources were previously idle, such a movment would raise 
incomes and facilitate the general process of economic deve- 
lopment. However, where the factors of production re- 


FAR EASTE 


ECONOMIC Review 


quired in the industrial sector are not readily available, suck 
an investment policy would be tantamount to industrializa- 
tion by means of a price inflation which would reduce the 
real purchasing power of the incomes accruing to other 
sectors of the economy. Such an effect is socially inequit- 
able, and if the inflationary practice is continued, self- 
defeating. The resultant redistribution of national income, 
together with the price-wage spiral which sooner or later 
is likely to be generated, will tend to transform the pattern 
of economic activity into one that makes less productive 
use of national resources, and perhaps ultimately to bring 
about an unwillingness to invest in industry and a reversion 
to speculative transactions in land and inventories, in which 
the economic history of under-developed countries with in- 
flationary traditions abounds. Under such _ circumstances, 
inflationary investment is unlikely to result in a sufficiently 
rapid inerease in production to offset the tendency of in- 
flationary forces to alter the distribution of income and 
resources to a detriment of consumption levels. 

If there is a real shortage of capital and not merely 
a reluctance of capital to enter the industrial field, this can 
be overcome only by an increase in the available amount 
of savings. If there is a real shortage of technical skill 
and entrepreneurial ability, this can be overcome only by the 
extension and advancement of education, by the training 
of labor, by the prosecution of research and ultimately by 
creating the conditions in which the country’s savings can 
be effectively used in industrial investment. 


Industrialization in under-developed countries should be 
made compatible with closer international integration and 
with an extension of the international division of labor, if 
it is in the end not to hold down world levels of living. 


Government Activities 


Government activities which would have influence to- 
ward a country’s economic development may be classified 
into three categories: (1) fiscal policy and the effects of 
changes in government revenue and expenditure patterns; 
(2) credit policy and its relation to the financing of indus- 
try; and (3) balance of payments policy, as reflected both 
in the regulation of foreign exchange rates and in the pat- 
tern of import and export duties. It is to be assumed that 
the general development policies of a country are to in- 
crease the volume of scarce resources, raise the productivity 
of the factors of production, improve the economic and social 
environment and overcome whatever bottlenecks may appear 
in the course of development. All these policies wouid 
facilitate the process of development. 

(1) Fiscal Policy—Fiscal incentives are generally re- 
garded as a desirable instrument of government policy in 
developing under-developed countries. But tax measures 
have often failed to reach the stage of effective implementa- 
tion due to low educational standards, existence of a large 
non-monetary subsistence sector and low efficiency in public 
administration. 


One of the main weaknesses of the fiscal policy in many 
an under-developed country lies in the fact that despite 
efforts to tax some of the outward forms of wealth, the re- 
sults of speculative transactions tend to escape taxation 
much more easily than the more “visible” flow of income. 
Hence, the main purpose of a tax policy designed to en- 
courage industrialization should be (a) to bring about an 
increase in investment in both old and new industries and, 
conversely, to discourage speculative investments in un- 
productive activities, and (b) to increase the productivity 
of the various factors of production engaged in manufactur- 
ing industries. 

However, tax concessions may conflict with the govern- 
ment’s need of revenue. Therefore tax concessions to the 
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industrial sector should be predicated on the expectation 
that they will be sufficiently effective as a stimulus to new 
investment to justify the resulting loss of revenue. The 
taxable industrial production should be increased to the ex- 
tent of avoiding either an unduly large cut in the govern- 
ment’s revenue or an unduly large ani potentially infla- 
tionary deficit. 


Tax incentives need not always be applied to an enter- 
prise as such; they may sometimes be directed at influenc- 
ing potential investors, workers, landowners, and licensors. 
Special fiscal devices may be used to encourage the evolu- 
tion of a local capital market by inducing those with say- 
ings at their disposal to participate in corporate industrial 
enterprises. 


Indirect taxes tend to have an adverse effect on in- 
dustrial development, for not only are they likely to raise 
the price of domestic manufactures but they are usually 
regressive, bearing relatively more heavily on the lower 
income groups and thereby tending to restrict the local 
market. 


To repeat, tax concessions should be allowed to result 
in a loss of government revenue only to the extent that they 
can be expected to bring about an adequate compensating 
increase in the volume of productive capital. It is essential 
to build into the tax structure sufficient flexibility to avoid 
the necessity of frequent modifications with their tendency 
to disrupt the course of industrial development. The place 
of fiscal incentives in an industrialization program should 
appear to be as an integral part of the wider complex of 
economic and financial measures. 


(2) Credit Policy—In an under-developed country 
where a deliberate effort is being made to accelerate the 
rate of economic advance, the probability of excess credit 
and inflation is generally far greater than that of the 
shortage of credit and deflation. Hence let us first examine 
the effects that inflationary forces sre likely to have upon 
the course of industrial development. 


First, inflation, in so far as it is reflected in a rapid 
rise of prices, ranks among those unsettling forces which, 
by altering the pattern of demand and the absolute and rela- 
tive costs of resources, increase uncertainty and therefore 
magnify the risks attendant upon an investment as specific 
and inflexible as one in a factory establishment. Secondly, 
an inflationary tendency is likely to decrease the attractive- 
ness of manufacturing industry, making funds that are 
available for investment flow even more decidedly towards 
real estate and inventories. Thirdly, export industries are 
likely to be avoided in favor of domestic industries, which 
are able to pass on rising costs more easily. Fourthly, 
among domestic industries, those with a high proportion of 
fixed (capital) costs are likely to be favored more than those 
whose costs are more apt to rise with any general rise in 
prices. 

As inflation tends to divert income towards those who 
have fixed resources in real estate or stock and away from 
those whose income is derived largely from money wages, 
the supply of investible funds may tend to rise. However, 
this may not increase the amount of industrial investment, 
for the pattern of demand is likely to change in a manner 
unfavorable to local manufacturers while alternative fields 
of investment are likely to offer a relatively more rapid and 
more certain return to the speculator. 


Although an excessive money supply is likely to be a 
more common difficulty than is a shortage of money, and 
the fundamental obstacles to economic «evelopment in 
general and industrialization in particular lie in the inade- 
quacies of the country’s real resources, it is important to 
note, on the other hand, that these obstacles should not be 


213 


magnified by any deficiency of credit. In this connection 
there are two distinct desiderata, namely, (a) that the total 
volume of money incirculation be allowed to rise pari passu 
with the growth of activity in the economy; and (b) that 
each of the various sectors of the economy be provided with 
a share of the total volume of money appropriate to its needs 
in the develonment process. 

There are three circumstances in which credit expan- 
sion may not only be justified but may in fact be necessary 
if deflationary effects are to be avoided: firstly, when there 
is an expansion of the economy through a rise in popula- 
tion, production and income; secondly, when a current ac- 
count deficit in the balance of payments yields a supply of 
goods and services from abroad that is unmatched by any 
increase in the flow of domestic incomes through capital 
imports; thirdly, when a capital account deficit in the ba- 
lance of payments is liable to result in an equivalent outflow 
of savings. In other words, where there is a tendency for 
an under-developed economy to stagnate because of factor 
immobilities or social rigidities, there may be justification 
for use of an expansionary credit policy as a stimulus to 
better utilization of resources. 

The degree to which an expansion policy may be carried 
before inflation supervenes depends upon a number of con- 
siderations, among which the nature of the country’s idle 
resources, the vulnerability of its export activities, its indus- 
trial tradition and the extent to which the inflation is itself 
the fruit of accelerated industrial investment are the most 
important. The more rapid the fruition of the investment, 
the less inflationary is financing without prior saving likely 
to be. 

Industrial development in under-developed countries de- 
pends far more upon lending institutions than is the case 
in most of the more advanced countries. But in this re- 
spect, the under-developed countries are usually ill-provided. 
The traditional attitude of the commercial banks—which are 
the commonest form of lending institution—tends to confine 
their loans to short-period or seasonal purposes. Such loans 
may be useful for financing the purchase of raw materials 
or the sale of the product, but are quite unsuitable for the 
initial investment in building, plant and machinery. This 
is why many of the less developed countries have found it 
necessary to create special government-sponsored institu- 
tions to meet the need for longer term industrial credit. 

(3) Balance of Payments Policy—The process of es- 
tablishing a new industry almost inevitably involves the use 
of foreign exchange for it is probable that a large proportion 
of the capital equipment required in the new factories will 
have to be purchased in one or other of the industrial coun- 
tries. The actual establishment of the factory is only the 
beginning of the process. There are many instances in 
which the gain is greatly reduced by heavy «lependence on 
imported raw materials. Where protection (by tariff) raises 
the marginal profitability of a manufacturing industry, there 
may also be a tendency for export activities to suffer as a 
result of the diversion of scarce local capital to industrial 
investment. 

The establishment of each new factory removes the need 
to import its product, but it simultaneously imposes a some- 
what less flexible claim on foreign exchange resources for 
the importation of the necessary capital replacements and 
raw materials, as well as a more readily controlled claim 
for the importation of additional consumer goods and various 
capital requirements demanded by the changing economic 
and social environment in the area being industrialized. 
Therefore the shortage of foreign exchange is likely to be 
among the main limiting factors governing the rate of in- 
dustrialization. 

However, industrialization will give rise to balance of 
payments difficulties only if it is the result of investment 
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in excess of domestic savings and capital inflow or if the 
resultant industries are too inefficient to produce at a cost 
at which their product can be sold. It is therefore more im- 
portant to aim at monetary stability and efficient investment 
than to restrain new industries or to build up an elaborate 
system of exchange control to protect unwise investments. 

When countries first adopted foreign exchange control, 
it was designed merely to protect gold and foreign exchange 
reserves by curbing the outflow of capital and regulating 
expenditures abroad; but now it assumes the dual role of 
protecting currency reserves and influencing the allocation 
of resources. 

Where industrialization is resulting not only in import 
of an unusually large volume of capital equipment and as- 
sociated raw materials but also in a substantially higher 
import content in the goods consumed by local wage carners, 
import and exchange control has sometimes proved very 
useful. In the absence of a commensurate inflow of foreign 
capital, only a strict control over the composition of imports 
in accordance with essentiality and the availability of foreign 
exchange is likely to prevent the consequent strain on the 
country’s balance of payments from slowing down the rate 
of industrial growth. Even with an inflow of foreign capi- 
ta', it may sometimes prove temporarily expedient to regu- 
late imports in order to reduce the loss of foreign exchange 
reserve resulting from too rapid leakage of purchasing power 
from the economy. 

It may be noted, however, that any curb on the inflow 
of goods is likely to magnify rather than reduce the degree 
of internal inflation. Therefore foreign exchange control 
needs to be supplemented by internal measures to combat 
the inflationary pressures generated by the industrialization 
process, measures such as levying higher income and excise 
taxes, and tightening bank credit. 

There are two chief difficulties in using import and 
foreign exchange control as an industrializing force, how- 
ever. First, exchange control affects capital movements and 
hence the flow of foreign investment into local industry. 
Unless they are designed and administered very flexibly, re- 
strictions and controls on the movement of industrial capital 
are a serious obstacle to foreign investment. Secondly, ex- 


TAIWAN’S 


Taiwan has made impressive strides in hiking industrial 
products and farm yields during the period of July to 
December 1956, while at the same time launching an all- 
out drive to promote the tourist industry and to provide 
the people with better education and health facilities. 

BUDGET—The Provincial Government spent NT$951,- 
200,000 against total revenues of NT$976,400,000 thereby 
resulting in a surplus balance of NT$25,200,000. Educa- 
tion, science and cultural activities claimed the biggest share 
of 22.18%; while economic and _ reconstruction projects 
ranked next with 13.91% of the spending. 

EXPORT PROMOTION—An increase in export of Tai- 
wan industrial products was seen in 1956, including US$ 
1,760,000 worth of cotton piece goods, US$1,760,000 
worth of cotton piece goods, US$1,000,000 worth of 
woollen yarns, and US$500,000 worth of artificial fibres. 
The Government has sought to assist the domestic industries 
through production loans, supply of equipment for factories, 
sponsoring the participation of Taiwan products in inter- 
national trade fairs, and other export promotion measures. 

Consequently, in addition to sugar and pineapple which 
have been good dollar-earners, woollen yarns, cotton yarns, 
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change control may result in a flight of domestic capital be- 
cause of the lack of confidence in the local currency. 


A more conventional instrument of encouragement to 
industry is the customs tariff. Customs duties perform a 
dual function: raising revenue and protecting domestic in- 
dustries. In theory the two purposes are mutually incom- 
patible, for complete protection—by a prohibitive rate of 
duty—would exclude imports and minimize customs revenue. 
But in practice most protective tariffs retain revenue-raising 
duties. 


Tariffs cannot create any of the factors of production, 
but they may direct factors which are unemployed or under- 
employed or less productively employed into industries which 
by virtue of ttheir direct and indirect effects succeed in raising 
the average productivity of labor, in diversifying the eco- 
nomy and in laying the foundations for subsequent indus- 
trial growth. The burden of the tariff is the ‘excess’ costs 
which have to be met by users of the protected product, but 
this will be more than offset when the industry has raised 
its efficiency to a competitive level and has exerted its full 
developmental effects upon ancillary industries and upon 
the economic environment in general. The crucial point, 
therefore, is whether the protected industry will ever become 
efficient and competitive. 


Conclusion 


Industrialization is not an end in itself: it is merely 
one means of raising standards of human welfare. The 
development of various sectors of the economy—agriculture, 
manufacturing and the economic infrastructure of common 
services and facilities (water, transport and communications, 
etc.)—-should be balanced. The need for keeping sectoral 
advances more or less in step is obviously an important brake 
on the speed at which industry itself can be expanded. 


In view of the fact that the various techniques for 
implementing an industrialization policy are not necessarily 
mutually exclusive, each country has to make its own deci- 
sion concerning the nature and rate of industrial growth, 
and the institutional means by which its plans are likely to 
be most effectively carried out. 


PROGRESS 


cotton piece goods, plywood, aluminum ingots, chemicals, 
gourmet powders, electric fans and handicraft goods were 
exported in large quantities throughout 1956. 


AGRICULTURAL PRODUCTION—Taiwan produced 
767,000 metric tons of sugar and 19,356 metric tons of brown 
sugar in the year 1955-56, exceeding the production quota 
by 10%. Tea production reached 86% of the 14,500 M/T 
goal up to November, 1956. 


There were unprecedented bumper rice crops this year. 
Rice production reached a record high of 906,724 metric 
tons for the first half of 1956, surpassing the production 
quota by 9,924 metric tons. For the second planting sea- 
son, over 96% of the 461,900 hectare quota paddy field 
acreage has been planted, promising another good’ harvest. 
At the same time, the Government continues to increase 
production of foodstuffs in- order to meet the demand of a 
growing population at the rate of 3%, or 335,000 persons a 
year. 


Fishing catches for the year may reach 195,000 metric 
tons, another record for the fishing industry. Up to Septem- 
ber, the mark was 147,500 metric tons. Reforestation work 
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ATOMIC ENERGY IN JAPAN 


In view of the motives of the creation of atomic 
energy and the subsequent activities in the field of atomic 
vesearch in the advanced countries, tho benefits of atomiz 
energy and its peaceful uses were not necessarily acceptable 
to the Japanese. There yas natural antipathy toward 
atomic power among the Japanese. The technical gap of a 
decade or more in the peaceful applications of nuclear 
energy behind the advanced nations is due mainly to the 
social environment as mentioned above and partly to chaotic 
conditions in the immediate postwar years. Those circum- 
stances have caused to deter technical advances in the field 
of science and industry. The fact that widespread interest 
in obtaining benefits of atomic energy has been rapidly 
heightened since 1954, is chiefly attributable to nation-wide 
consciousness about backwardness in technical level and 
shortage of energy resources. The fundamental administra- 
tive organizations of atomic energy (e.g. the Atomic Energy 
Commission, the Japan Atomic Energy Research Institute, 
the Genhsi Nenryo Kosha, the Atomic Energy Bureau of the 
Science & Technics Agency, etc.) have recently been esta- 
blished. The first imported nuclear reactor, water-boiler 
type with a thermal output of 50 kilowatts will be put into 
operation and a CP-5 type reactor with a thermal output of 
10,000 kilowatts has been imported. 

Atomic industry requires a high degree of integrated 
economic powers. The list of the main groups is as follows; 
the former Zaibatsu firms, namely, Mitsui, Mitsubishi and 
Sumitomo groups; the Hitachi group including Showa Elec- 
trochemical Co. and Marubeni-lida Co., ete.; and the Tokyo 
Electric Power and the Kansai Electric Power groups, allied 
with electric machinery manufacturers respectively. A few 
of these groups have made considerable achievements in the 
fields of their respective specialities. 

The Government is expected to give positive encourage- 
ment to private atomic energy enterprises extensively with 


for the year was to cover 29,743 hectares. Modern logging 
machinery is being widely adopted by Taiwan logging sta- 
tions. 

HIGHWAY PLAN—The 306-kilometer giant East-West 
cross island highway launched last July is expected to be 
completed in three years at the total cost of NT$330,000,000 
and US$2,400,000. Construction of another important 
highway linking Hualien and Taitung, the last gap of the 
round-the-island highway net-work, will be started early next 
year. Preliminary estimates set the total cost for the 
Hualien-Taitung line at NT$51,900,000. 

EDUCATION—The Provincial Government appropriated 
NT$2,112,000 to Hsinchu Prefecture which is experimenting 
with an ambitious program of enrolling into junior highs all 
primary school graduates who desired middle school educa- 
tion. Three juvenile reformatory centers were set up in the 
vicinity of Taipei, Kaohsiung and Changhua which can ac- 
commodate 2,200 delinquents for them to receive healthy 
education and vocational training in farm and mechanic work. 


TOURISM—The Provincial Government recently joined 
civil bodies in promoting the tourist industry on this island. 
The Taiwan Tourist Industry Council under the Provincial 
Government is mapping out a three-year plan to beautify 
scenic spots along the western plain of Taiwan. 

POPULATION—Total population in Free China was 
officially given at 9,310,158 based on the September 16 cen- 
sus, including 4,746,811 males and 4,563,347 females. Mili- 
tary personnel and Chinese government officials in foreign 
service abroad are not included in this figure. 


subsidy of Y446 million (of which Y250 milbion is for the 
contract out of builget) for fiscal] year 1956. Applications 
totaled 93 in all for subsidics and Y1,100 million in value. 
An additional Y3,000 million is expected to be granted 
by the Government to promote the growth of atomic 
energy industry in the fiscal year 1957, when national 
atomic energy development program would be realized. Of 
this amount, Y1,500 million (loans from the Japan Develop- 
ment Bank, etc.) will be set aside to cover equipment funds 
—intermediate plant facilities funds—for mass-production 
of uranium, heavy water and graphite, and the balance of 
Y1,500 million will be the increased subsidies which are to 
be paid principally to private enterprises . (excluding uni- 
versities and national research institutes). 


The increasing use of radioisotopes for medicine, indus- 
try and agriculture is making valuable contribution toward 
the technical improvements. From the standpoint of na- 
tional economy the prime importance of utilization of atomic 
energy and science lies in generation of electricity from 
atomic energy to cover the shortage of energy resources. 
Therefore the Government is mapping out its long-range 
program of atomic energy development. The administrative 
policy must be decided upon in accordance with the form, 
type and size of reactor and its purposes. The real con- 
troversial points in the development plan follow:— (1) To 
which field the priority should be given; electric power 
generation or propulsion of commercial ships? Or, to both 
of them in parallel? (2) Which should be chiefly used as 
nuclear fuel, natural or enriched uranium? (3) Which 
choice should be made of heavy water and graphite as a 
moderator? (4) What should be the capacity of thermal 
output of domestically constructed reactor? 


With regard to (1), the atomic energy industry has 
not yet reached the stage to make a sharp distinction be- 
tween them. As for (2), emphasis will be placed on natural 
urenium. With regard to (3), the problem is subject to 
uncertainties, but importance will be placed on heavy water 
in view of the subsidy policy decisions. As regards (4), it 
is considered that the adequate thermal output of domestic 
reactor is approximately 10,000 kilowatts at present. 


The Japanese Government is drawing up the funda- 
mental policy for industrialization of atomic energy on the 
strength of data available from abroad and on the basis of 
experiments performed by low-powered experimental reactor. 
It is not easy for the Government to plan, because of the 
difficulties in securing supply of atomic fuel and component 
materials of reactor. However, the generation of electricity 
from nuclear energy is urgently demanded owing to shortage 
of energy resources. One proposal demands to import a 
power reactor directly, with all-out reliance on advanced 
countries. The import of a large size Calder Hall type 
reactor from England has been suggested. An investigation 
team for atomic power generating plant was sent to Englani 
to make a research in this field. The investigation team, 
headed by Mr. Ichiro Ishikawa, included many eminent 
specialists. The condition on the British side for exporting 
a reactor may be summarized as follows: (1) The conclusion — 
of a power-agreement between Japan and Britain. (2) Re- 
process of atomic fuel used in Japan. (3) Payment guarantee 
for the reactor sold. 


The important factor is the question of the future 
electric generation costs, which are more expensive in Japan 
than 0.6 penny per kilowatt in England. The main reason 
is that of the cost components such as plant sites, basic con- 
struction, patent, transportation, accident insurance, domes- 
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ECONOMIC LETTER FROM TOKYO 


Money Market (Dec.-Jan.): Swelling cash demands and 
the notable dip in Treasury excess payments in December 
greatly busied the money market, causing Bank of Japan 
credit outlays to rise. Cash demands (as year-end bonus 
and allowances) increased in December reflecting the busi- 
ness boom, and bank note issues expanded by Y158,800 mil- 
lion (increase for Dec. of previous year, Y114,500m.). On 
the other hand, excess payments over receipts in the Trea- 
sury accounts amounted to only Y87,000 million (Y179,200m. 
in excess outgo in Dec. 1955) owing mostly to increased tax 
receipts. Consequently, Bank of Japan credits increased by 
Y68,800 million in big contrast to the Y32,300 million dip 
for December of the previous year. The peak in Bank of 
Japan note issues hit Y863,200 million on Dec. 29th. Re- 
turn flows cut the total to Y784,900 million on the 31st. 
Back flows went rather smoothly in January, but by the 
14th the note issue withdrawal rate (ratio of withdrawal 
amount as against the increased note issue amount between 
Dec. Ist and 29th) was 90.8% in contrast to 96.9% for the 
same period of the previous year. This dip connotes the 
rise in the note issue level accompanying the income growth 
during this period. 

Tax System Research Council Recommends Tax Cut: 
Tax reforms involving Y100,000 million ($277.8 million) in 
tax cuts for the fiscal year starting April 1957, was recom- 
mended by the temporary tax system research council (Dec. 
25th) in consideration of recent trends. The report aims 
at correcting the inequalities and heavy tax burdens imposed 
by the current tax system. The proposed tax cut is to be 
covered by adjustments in the special tax exemption mea- 
sures (as tax exemptions on deposit interest), raising of 
indirect taxes, etc. which would raise the tax yield by some 
Y49,800 million. The remaining Y50,000 million or so are 
to be covered by the natural increase in tax receipts. There 
is some concern as to how and to what extent the aims of 
the tax report will be materialized in the next fiscal year 
budget now being drafted. Budget plans revealed so far 
by the Finance Ministry seem lean more toward putting off 
the indirect tax raises and upping the income tax cut to 
slightly beyond the tax report recommendation. Further 
rises in natural increase-tax receipts are expected to supply 
the necessary resources. 
ks Foreign Exchange Accounts: The foreign exchange 
surplus dipped somewhat in 1956 as compared with the pre- 
vious year ($293m. as against $494m.), although both re- 
ceipts and payments expanded markedly (to $3,225m. and 
$2,931m. respectively; $2,668m. and $2,174m. for 1955). 


tic interest rates and reprocess of used atomic fuel, coystru2- 
tion and transportation costs are bovad to rise substantially. 
Public attention has also been focused on an atomic ship. 
The following are the estimated benefits deriving from the 
construction of an atomic ship. (1) There is practically no 
need to take into consider*tion the lecation of a reactor 
as in the case of establishing an atomic electric power 
generating plant. (2) Consumption of crude oil used by 
ships can be cut down and will greatly contribute to the 
savings of foreign currency expenditures in Japan. (8) Less 
fuel consumption and increased speed. 

Atomic propulsion of commercial ships may be more 
profitable and feasible. But this is still in the discussion 
stage, being stimulated by overseas researches in this field. 

The utilization of atomic energy in Japan is only in the 
stage of infancy. No original study has been explored in 
Japan so far as atomic energy is concerned. 


This surplus-dip was due to the sharp import rise. Although 
the overseas business boom -helped to raise export by 23% 
over the previous year to $2,402 million led by textile, food 
and ship exports, import bounced upward by 34% to $2,470 
million led by industrial raw material imports including tex- 
tile materials, metal ores and fuel. Active buyings for re- 
filling the dipping industrial raw material inventory (caused 
by restrained import during 1955) as well as the sharp rise 
in raw material consumption accompanying the gain in pro- 
duction levels led to the big increase in import of industrial 
raw materials. Consequently the commodity trade balance 
turned to deficit from mid-1956, and revealed a $68 million- 
deficit for the year, in great contrast to the $106 million- 
surplus of the previous year. The dollar account was favo.r- 
able reflecting active exports, but the sterling and open 
accounts were unfavourable with import rising. Seasonal 
export rise and special procurements gave rise to a $12 
million-surplus in the December balance of payments. 


Budget for Fiscal 1957: Finance Minister Ikeda sub- 
mitted to the Cabinet meeting the draft budget for fiscal 
1957. It enlarges the scale of expenditures of the General 
Account by Y98,725 millions compared with 1956 to Y1,133,- 
648 million (Y1,034,923 millions for 1956). A reduction 
in income tax amounting to Y109,000 millions in the first 
year is also contemplated. This budget was drawn up in 
anticipation of Y190,000 millions’ natural increase in re- 
venue in the coming year due to business prosperity. While 
such a big tax cut is intended on one hand, National Railway 
freights anid fares and consumer’s price of rice are to be 
raised, and public workers’ basic pay to be revised upwards 
con the other hand. Their effects on the future economy 
are being watched with interest. 


Higher Railway Charges and Price of Rice: Premier 
Ishibashi revealed his views on various questions of the 
time. Among others, he touched on the criticism made 
against raising National Railway freights and fares and con- 
sumer’s price of rice, while talking of tax reduction on the 
other hand. He thinks it necessary to clear up the National 
Railway and Food Control Accounts of deficits which they 
are now under. The contemplated raise in these two would 
not in his opinion add much pressure upon the people’s liv- 
ing. For those in the social strata who receive no gains 
from lower tax, he plans to extend social security benefits. 
After the deficits of the Food Control account in the past 
have been made good from the General Account, said Ac- 
count should be kept from falling into deficits again in 
future, he stated. 


Increasing Consumer’s Price of Rice: The Government 
decided to include increasing of domestic rice distribution 
price in the basic policies of budget compilation for fiscal 
1957. The Ministry of Agriculture and Forestry, accord- 
ingly, formulated a plan to raise the consumer’s price of rice 
(distribution price) from the present Y109 per one sho 
(Y765 per 10 kilograms for 70% refined) to Y117.50 (Y825 
per 10 kilograms or Y850 for white polished), which is about 
8% rise. This is for doing away with the practice of keep- 
ing the consumer’s price down at the expense of the national 
government funds and the system of double prices for rice. 


Outlook of National Living: According to the Econo- 
mic Planning Board as to the consumption demands and 
national living in fiscal 1957, the people’s income in the 
coming fiscal year would bes some 8% greater than in the 
current year, but the level of consumption would be only 
about 6% higher because of still generally sound consump- 
tion propensity. Modernization of the mode of life is ex- 
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THAI RICE REPORTS 


The Ministry of Economic Affairs informed rice millers 
and traders that in 1956 it will: 1. Try to export all surplus 
rice after meeting domestic requirements. 2. Try to main- 
tain domestic rice prices at reasonable levels, so that neither 
farmer nor consumer would be affected. 8. Try to obtain 
income from rice trade as close to that estimated in the 
budget. Last year Thailand sold a total of 1,400,000 tons. 

The Government decided on the policy that small rice 
mills in the provinces should mill rice for internal consump- 
tion, while big rice mills in Bangkok should mill rice for ex- 
port. The high quality of export rice has to be maintained 
if Thailand is going to keep its foreign markets. Mixture 
of morning-glory seeds in some rice sent abroad has been 
found. Big mills have better equipment to ensure good 
grades while small mills waste about 40 percent of paddy, 
milting only 60 percent into rice. There are too many small 
mills in Thailand and by competing among themselves they 
go bankrupt. Charges by farmers of being cheated in weight 
by small mills are true. The policy of having export rice 
milled by big mills would not affect small mills, since out of an 
annual rice output of seven million tons only some 1,200,000 
tons are exported. At least four million tons are available 
for milling by small mills for domestic consumption. 

Improved rice trade and general trade was forecast by 
Nai Sangah Sukabut, Director-General of the Foreign Trade 
Department, who stated that the Ministry has readjusted some 
rice export premiums. Whereas formerly a 600 baht per 
ton premium was charged merchants exporting 25 percent 
rice to governments abroad, and a 935 baht premium was 
charged merchants exporting the same type of rice to mer- 
chants abroad, at present a flat premium of 600 baht is 
charged for export of this grade of rice, irrespective of 


pected to proceed further and the demand for durable con- 
sumption goods will continue strong, but in some of the con- 
sumption goods there will be seen a growing tendency of 
over-supply. This change in the consumptive life of the 
people affecting the industrial structure, the percentage of 
industries producing machines, electrical instruments, chemi- 
cals, and textiles, as well as service supplying is expected to 
increase further, while the food and agricultural and aqua- 
tic products industries will proportionately decrease. 

Bank’s Policy Board: The Monetary System Investiga- 
tion Committee deliberated, in connection with the instituting 
of the reserve requirement system, on the relationship of 
the Government with the central bank. As a result, it was 
found that a majority of opinions was in favor of (1) re- 
taining the Policy Board of the Bank of Japan for the time 
being, and (2) entrusting to the said Board the administra- 
tion of the reserve requirement system. 


whether it is foreign governments or merchants who import 
the rice. The premium for glutinous rice has also been 
adjusted. Previously, 935 baht per ton was charged for 
whole grain glutinous rice while 605 baht was charged for 
25 per cent glutinous rice. At present 600 baht per ton is 
charged for both whole grain and 25 percent glutinous rice. 


Pakistan has ordered 25.000 tons of rice. The Thai 
Rice Company, the Samakhi Company, the Rice Merchants 
Association and the Rice Millers Association are considering 
quotas among themselves to fulfil this order. South Africa 
has ordered 10,000 tons. 


The Rice Merchants Association of Bangkok sent a peti- 
tion to the Minister of Economic Affairs, appealing for 
government assistance. The petition said that mills are at 
present facing financial difficulties. If large mills in Bang- 
kok fail, the 2,000 small mills in the provinces would also 
fail, because they depend on one another. The association 
mentioned the following about small mills: 1. Small mills 
built in rice-growing areas, making direct purchases from 
farmers. 2. Bran from the mills is used in these areas as 
feed for livestock, without having bran to be brought from 
Bangkok at high price. 3. The small mills provide employ- 
ment in the areas where they are situated. 4. Rice milled 
by the small mills which is surplus to the needs of the areas 
is sent to Bangkok for export. 5. It is easier to transport 
rice to Bangkok than paddy. 


The Ministry of Economie Affairs is ecncerned about 
1957 when a higher exportable sunplus—1,400,000 tons—is 
anticipated. What price will be obtainable? Further talks 
are held with American officials concerning sale or gift of 
American rice in Far Eastern markets. Last year trade in 
American surplus rice has not affected the Thai rice trade. 
Thailand is now planting japonika (part glutinous) rice 
which is popular in Japan, and Japan may _ purchase all 
japonika rice produced by Thailand. 


The rice of Australia will probably be produced at 
lower cost than in Thailand. Thailand’s production cost is 
very low except for Burma. Major-General Siri Siriyothin, 
Minister of Economic Affairs, will visit Australia to study 
the American rice planting plans there. 


Japan purchased last year about 130,000 tons of Thai 
rice, compared with between 350,000 and 400,000 tons in 
previous years. In the early part of last year, when Japan 
needed rice imports, it offered to buy 250,000 tons at cer- 
tain prices but a counter-proposal was made to sell 300,000 
tons at higher prices. No compromise was reached. At 
first Japan was to import over one million tons of rice but 
it has actually imported only about 700,000 tons and is not 
importing any more because of existing large stocks. 


ECONOMIC LETTER FROM MANILA 


The Manila Junior Chamber of Commerce addressed an 
open letter to Pres. Magsaysay explicitly supporting him in 
his declared policies against devaluation of the peso and 
indiscriminate deficit financing. The Jaycees took a stand 
in favor of more effective tax collection, retention of foreign 
exchange controls, and the outlawing of barter trade and 
artificial price supports. 

Benguet Consolidated, Inc. has joined the search for oil 
in the Philippines. The company has been granted an oil 


exploration concession covering some 250,000 acres in Min- 
danao in the provinces of Bukidnon, Cotabato and Lanao. 
Alfonso Calalang, president of the Philippine Bankers 
Association, has stated that Filipinos ‘‘can’t understand why 
other countries should get so much more aid from the U.S. 
. . America is giving Nationalist China about $80,000,000 
but we are getting only around $35,000,000. We think the 
Philippines is deserving of more.’”’ Mr. Calalang noted that 
Philippine international reserves have slipped to a point 
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which “might precipitate devaluation.” The reserve level 
has been lower at other times, but the situation is more 
serious now because of changing economic conditions and 
a larger population. He said the $65,000,000 E-I loan and 
the $35,000,000 the Philippines got from private U.S. banks 
last year were “only a drop in the bucket.” Mr. Calalang 
noted that economic nationalism in some Asian nations is 
making it difficult for their governments to attract the for- 
eign capital they need. 


A group of Philippine bankers visiting Taiwan rejected 
Philippine participation in an American-Chinese steel foun- 
dry for Formosa. The bankers said such a mill could be 
established in the Philippines, in view of the fact that the 
Philippines has a million and a half unemployed. 


An industrial priority formula prepared in large part by 
Sen. Gil J. Puyat, chairman of the Senate Finance Com- 
mittee, will be taken up for detailed consideration by Con- 
gress during its 100-day session. The proposal would esta- 
blish priority among industries in the country on the basis 
of the following factors: 1. Relative essentiality, includ- 
ing the industry’s effect upon the productive capacity of 
other industries and firms. 2. Ratio of salaries and wages 
paid, rents paid, interest on borrowed capital, profits earned 
—minus any portion of these that is remitted abroad—to the 
total investment in fixed assets and no more than six months 
of operating capital. 3. Ratio of annual capital used for 
materials and supplies to fixed assets and at most six months 
of operating capital. 4. Ratio of the annual value of domes- 
tic labor to total investment in fixed assets and at most six 
months of operating capital. 


The need for such a formula is based upon the com- 
petition among industries for various facilities and benefits, 
such as foreign exchange allocation, tax exemption, credit 
and financing, and the allotment of reparations goods and 
services, foreign aid, and scarce materials. Backers of the 
priority formula declare that at present new and necessary 
industries often are granted tax exemption by the Finance 
Department but fail to get foreign exchange from the Cen- 
tral Bank or peso financing from other institutions. In 
some cases, failure to get dollar allocations has forced the 
retirement of badly needed productive facilities. 


The Philippine banking system is “archaic” in that at 
present it makes no provision for intermediate financing ac- 
cording to Roberto Villanueva, President of the Philippine 
Chamber of Industries. The Philippines is in the initial 
stages of industrialization and therefore needs investment 

. houses which will provide venture capital for industry. The 
PCI head proposed that the PLilippine National Bank use its 
“idle funds” to provide venture capital for the industrial 
community. 


Three key staff positions have been given to Filipinos 
at the Marikina plant of the Goodrich International Rubber 
Company, in anticipation of the early departure of the 
American training staff. The three Filipino appointees will 
be fully responsible for the raw materials and processing 
departments; the preparation of stock and the actual build- 


PHILIPPINE 


State of the Nation 


A “healthy” state of the nation was reported by Presi- 
dent Ramon Magsaysay at the opening of the 1957 regular 
session of the Philippine Congress. He called for continued 
vigilance against Communism, for extension of the Social 
Justice programme and for acceleration of the nation’s 
economic progress. Mr. Magsaysay placed great reliance on 
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ing of. the tires; and the curing and final inspection of alt 
tires and tubes. 

The Marcelo Steel Corp. and the Marcelo Independent 
Labor Union signed an unprecedented five-year labor con- 
tract extending to Jan. 1, 1962. It provides for yearly in- 
creases, preferential shop, 15 days annual paid vacation, 15 
days paid sick leave, medical assistance for wives and 
children, and other benefits. 

Following the division of Capiz into two provinces— 
Aklan and Capiz—the Philippine National Bank opened a 
branch office in Kalibo, Aklan, in the Visayas. This brings 
to 43 the number of agencies which the PNB has all over 
the country. The Aklan agency will serve the credit and 
banking needs of 17 municipalities. 

A Japanese firm has offered to build the proposed 
P50;000,000 multi-purpose waterworks project in Marikina, 
Rizal, under the reparations agreement between Japan and 
the Philippines. The International Engineering and Deve- 
lopment Co. of Tokyo will be in charge of this work. 

Philippine Iron Mines, in its report to stockholders on 
the year ending Sept. 30, 1956, revealed that the corporation 
had net earnings for the year, after taxes, of P1,153,688 
as against P1,354,274 for the preceding year. Out of these 
net earnings, stockholders were paid cash dividends amount- 
ing to P1,107,052. Sales of iron ore for the year were 
valued in dollars at $8,452,553. The peso return to the com- 
pany was P16,935,717. 

Negotiations for the purchase of mining and milling 
equipment for Philex Mining Corporation have been com- 
pleted. The Philex mill will have a capacity of 3,000 tons 
per day. The equipment includes two Marcy Ball mills 
with a diameter of 10 feet each, two 78-inch spiral classifiers, 
and thirty two 66-inch Wemco flotation cells. Japanese 
smelters will treat copper and gold concentrates from the 
Philex mill. Sale of copper and zine concentrates from 
the mill of Benguet Exploration, Inc., which is managed by 
Philex on a fee basis, will start later this year. 


Palawan Quicksilver Mines in December milled 4,284 
tons of cinnabar ore for a recovery of 23,249 pounds of 
mercury with an estimated value of P156,600. Itogon-Suyoce 
Mines in Sangilo, Itogon, treated 15,969 tons of ore in 
December, recovering 2,412.8 ounces of gold with a value 
of P287,708. Production during the previous mionth of 
November was 15,334 tons of ore for a yield of 2,158.1 
ounces of gold worth P271,385. Surigao. Consolidated 
Mining Co. in December milled 8,172 tons of ore for a re- 
covery of 3,696.1 ounces of gold, 4,011.2 ounces of silver, 
and 331,656 pounds of lead concentrates for a total value 
of P510,699. Palawan Consolidated Mining Co. shipped 
to the United States in January 1,500 tons of metallurgical 
chromite, valued at P164,000. This was the third shipment 
the company made in two months. To date the company 
has shipped 5,000 tons of high grade metallurgical chromite 
worth about P548,000. Another shipment of 1,500 tons is 
scheduled by the end of January. Further work on the 
company’s quicksilver property is continuing, with encourag- 
ing results. 


NEWSLETTER 


the United Nations as the “primary hope” of Philippine na- 
tional security, and also emphasised the need for more 
active Philippine participation in the Southeast Asian Treaty 
Organisation parallel with mutual security arrangements 
with the United States. 


Citing specific achievements of the first three years of 
his four-year term, the President reported construction of 
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4,372 kilometres of country roads, irrigation systems servic- 
ing 99,700 hectares of farmlands, 5,885 artesjan wells anid 
communal water systems, an increase in irrigable area to 
152,250 hectares. National production had increased 30 per 
cent during the past three years, agricultural production 26 
per cent, mining 12 per cent, manufacturing 38 per cent and 
national income over 12 per cent. 

For the 1957 legislative programme, he asked Congress 
to outlaw the Communist Party, accelerate the redistribution 
of lands, extend the cooperative movement throughout the 
eountry. The President considered import and exchange 
controls as ‘still a necessary instrument today,” and urged 
their retention for some time. He warned against “any 
move that would bring economic difficulties to the average 
citizen,” adding that “progress is possible only in an en- 
vironment of economic stability.”” The President, as is cus- 
tomary, made only general recommendations for meeting 
problems still outstanding, and left wide open Congressional 
initiative for detailed legislation. 


Congressional Task 


The legislative agenda is topped by the General Appr: 
priations Bill. Other priority items include bills on public 
works, tariff revision, reparations, nationalisation, price sup- 
port for agricultural produce, labour reforms. This being 
the fourth and last regular session of this Congress, it is 
generally expected to try (during the 100-day term) to 
improve on its past record, especially because of the im- 
minence of the day of reckoning at next November’s elec- 
tions. 


Moratorium on Politics 


But this is Election Year, a most trying time for cool 
tempers and sober judgments. There has been an appeal 
for a moratorium on politics, but so far, only President 
Magsaysay, Speaker Jose Laurel, Jr., and his father, Senator 
Jose Laurel, Sr., have been keeping politically silent. In 
the case of the President, he can, it is said, afford to keep 
silent in view of the admittedly very good chances of his 
reelection. He has, in fact, secured a written “pledge of 
cooperation” from the Liberal (minority) Party in addition 
to the support of his Nacionalista (majority) Party. In 
the case of young Laurel, it appears to be a matter of 
political life and death. Opposing Mr. Magsaysay could cost 
him the Speakership (of the House of Representatives), 
while opposing Presidential aspirant Senator Claro Recto 
could cost him his Congressional seat, Mr. Recto being strong 
in Mr. Laurel’s Batangas constituency. The older Laurel is 
set to retire from politics at the end of his Senatorial term 
this year and, mindful of the precarious position of his son, 
has had his head buried ostrich-like in the political sands. 
He had tried, and failed, to reconcile Mr. Recto and Mr. 
Magsaysay—a task now being undertaken by Laurel, Jr. 


“Lapiang Makabansa”’ 


There will be no reconciliation, as far as Senator Recto 
is concerned. His decision to seek the Presidency “‘is final, 
irrevocable.” He would form his own party, tentatively 
named “Lapiang Makabansa (National Party),” to carry on 
his fight. Actual setting up of Mr. Recto’s “Makabansa” 
would probably precipitate party realignments. Both the 
Nacionalistas and the Liberals are divided between Mr. Mag- 
saysay and Mr. Recto, as are the minor groups of Citizens 
and Democrats. 


Nationalism—Positive & Negative 


“Makabansa” reflects the weight that nationalism carri- 
ed as a campaign issue. Mr. Magsaysay’s line has been all- 
out friendship with America. He calls this “positive na- 
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tionalism,”’ as against the alleged “anti-Americanism” of Mr. 
Recto which, to Mr. Magsaysay, is “negative nationalism.” 
Making his first campaign speech in Leyte Province, Mr. 
Recto denied being anti-American. He, too, favours close 
U.S.-Philippine partnership, but one conditioned on “equali- 
ty” between the partners. To Mr. Recto, Mr. Magsaysay’s 
“positive nationalism’? means “subservient pro-Americanism.” 
Democrat Senator Lorenzo Sumulong has joined this debate 
on nationalism, with the assertion that a Filipino nationalist 
is one who is a Filipino first, and a ‘pro-anybody-else’’ 
second. He refuses to classify nationalism as either positive 
or negative. 


Bombshell or Squib 


The issue of immorality in public office appears headed 
for relegation to the background. At least, this much could 
be gleaned from reaction so far to the publication by “Citi- 
zens Party’’ Senator Lorenzo Tanada of the much awaited 
“Secret Document of 1953.” It was supposed to “‘e- 
glamourise” the popular Mr. Magsaysay by showing him as 
breaking a “pledge” (to serve only one term of office), and 
also by making public Mr. Magsaysay’s “scandalous” traffick- 
ing with the Nacionalistas while still a full-fledged Liberal in 
1953. The revelations did not cause much excitement. The 
“Secret Document’ turned out to be a damp squib, not the 
bombshell out of which Senator Recto was to have made 
political capital in his bid for the Presidency. 


House Divided 


A minority but not an opposition party—this is how 
the Liberals are often described here now. Not so enthusias- 
tic in their role as fiscalisers during the past three years 
or so, the Liberal Executive presented to Mr. Magsaysay a 
written “pledge of cooperation” for his programme of gov- 
ernment. The result was further division in the House of 
the Liberals. Party stalwart, former Senator and Cabinet 
member Primitivo Lovina protested most vigorously. Con- 
gressman Diosdado Macapagal, another top Liberal, refused 
to sign the pledge. Mr. Antonio Quirino, brother of the late 
President Elpidio Quirino, cried “Shame! Shame!” 


Encouraging Report 


In the heat of political debate, Speaker Laurel’s report 
about his United States tour was relegated to the background. 
The U.S., he said, was now favourably disposed towards 
Philippine claims for further war compensation of some 
$860-million. Also, the U.S. was looking forward to im- 
mediate resumption of the deadlocked Philippine-American 
bases negotiations. 


Economic Debate 


Along with the current political debate is an economic 
debate in which Sugar Baron, Democrat Senator Jose Locsin - 
figures prominently as champion of a school of economic 
thought opposed to that of Mr. Magsaysay, while at the same 
time publicly announcing support of Mr. Magsaysay’s re- 
election bid. The so-called “Sugar Bloc’ of which Mr. 
Locsin is a member has for some time now been agitating 
for: 1. Unpegging of the peso from the dollar—in effect, 
peso devaluation. 2. Abolition of import and exchange 
controls. 3. System of multiple reserves for use in trade 
with sterling and other non-dollar areas. 4. Abolition of the 
Minimum Wage Law. 5. Price support for agricultural 
products, starting with rice. 6. Import certificates and dollar 
retention allowances for producers—in effect, giving pro- 
ducers status of importers entitled to precious dollar alloca- 
tions. 


Mr. Magsaysay and his chief financial adviser, Governor 
Miguel Cuaderno of the Central Bank of the Philippines, have 
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rejected all suggestions of peso devaluation, refused to tam- 
per with the question of wages, marked time on price sup- 
port for agriculture. As some kind of incentive to greater 
production, the Government has allowed barter trade (of 
Philippine sugar, for example, for Japanese textile), giving 
producers advantage over importers, considering the difficulty 
of importers getting dollar allocations from the Central 
Bank. 


Alien Capital 


A warning to the Philippines against the danger of 
inviting excessive foreign capital was made by American 
visitor Mr. James M. Langley, head of the U.S, panel in the 
1954 Philippine-American Bell Trade Agreement revision 
talks. Mr. Langley called for ‘proper safeguards” to be set 
up by the Philippine Government to allow only sufficient for- 
eign capital here to establish economic equilibrium without 
hampering the expansion of local industries and business 
ventures. 


Rice Support 


President Magsaysay, in answer to: rice growers’ pleas 
for a price support for their produce, directed the Govern- 
ment’s National Rice and Corn Corporation (NARIC) to 
buy unhusked rice at P9.00 per sack (44 kilos)—fifty cen- 
tavos higher than the usual price of P8.50. Mr. Magsaysay 
assured consumers that the selling price of rice, however, 
would remain at the previous level with the NARIC bearing 
the financial loss which the increase entailed. The question 
of a stronger rice price support programme is under study 
by a special Presidential Committee and by the National 
Economic Council. Recommended by producers “to provide 
incentive for greater production,” the proposed programme 
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has met with very strong opposition from Central Bank 
officials, the country’s labour groups, Government agencies 
and farmers’ federations. These groups argue that such a 
programme—which calls for a P12.50 price per sack of 
unmilled rice instead of the present price of P8.50, with a 
cost of living allowance to each employee, both in the 
Government and in private industry—will raise the cost of 
living, force the Government to finance it through additions 
to the nation’s budgetary deficits or by imposing a new tax 
levy, and endanger the industrialisation programme of the 
country. They say such a programme would cost the Govern- 
ment P313,000,000 annually if the Government were to pay 
the difference between the present market price and the 
proposed support price. 

The programme’s principal proponent, leader of the 
country’s influential producers’ group and former National 
Economic Council Chairman Alfredo Montelibano, states that 
it will benefit the millions of rice farmers throughout the 
country. But the opposition group alleges that the pro- 
gramme would benefit—not the farmer-tenants of rice lands 
—but landowners to whom the farmers hand over their pro- 
duce at harvest time. 


Fighting Communism 


The House Committee on Anti-Filipino Activities 
(C.A.F.A.) followed up its recent report on the “Communist 
threat” to the Philippines with a recommendation that na- 
tionwide organisations be set up, utilising the services of 
provincial officials from the Governor down to _ barrio 
lieutenant, to coordinate civilian intelligence on Communist 
activities. Mr. Magsaysay was favourably disposed towards 
the recommendation. 

— Peter Richards 
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BREA ONG. EXCHANGE In the D.D. sector, business was quiet. iran 14.00, Australia 12.65, New 
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Trading totals: T.T. US$3,120,000; 
Notes cash US$410,000, forward US$ 
2,110,000; D.D. US$480, 000. The mar- 
ket was quiet and rates fluctuated with- 
in narrow limits. Cross rates were 
steady. In the T.T. sector, cotton mills 
bought heavily to finance their imports 
of cotton and machinery. Funds from 
Japan, Korea, and the Philippines were 
abundant. In the Notes market, specu- 
lators oversold; stock was ample; $100- 
and $50-notes quoted only 1 point above 
the market rate and $20-notes about } 
point above. Interest for change over 
favoured sellers and aggregated HK$ 
1.76 per US$1,000. Speculative posi- 


Australia 13.016—12.757, New Zealand 


16.202—16.10, United States 5.818— 
5.735, Canada 6.0606—5.9701, India 
1.216—1.205, Pakistan 1.218—1.204, 


Ceylon 1.219—1.207, Burma 1.216— 
1.205, Malaya 1.8868—1.8692. Selling 
per foreign currency unit in HK$: 
South Africa 16.236, Switzerland 
1.3278, Belgium 0.11655, West Germany 
1.3829. 

Chinese Exchange: People’s Yuan 
notes quoted HK$1.66—1.56 per Yuan. 
Taiwan Dollar notes quoted HK$169— 
165 per thousand, and remittances 154 
—151. 

Bank Notes: Highest and lowest 
rates per foreign currency unit in HK$: 


Vietnam 0.0685—0.06725, Laos 0.063 
—0.06, Cambodia 0.08—0.077, North 
Borneo 1.60, Indonesia 0.183—0.18, 
Thailand 0.278—0.275, Macau 0.995, 
Japan 0.01525—0.01495. 


Indonesian Rupiah: While general 
conditions in Indonesia due to the in- 
ternal unrest have deteriorated recent- 
ly, there has been fairly sound manage- 
ment of the currency and the free mar- 
ket rate for the rupiah has remained 
stable though still very much depress- 
ed. The black markets in Djakarta, 
Surabaja and some minor markets in 
Indonesia quote foreign currencies, 
mainly the US$, at very high premiums, 
more or less in line with the Hongkong 
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free rate and the New York quotations 
for transfers, drafts and banknotes. 


If the authorities in Djakarta could 
only devise a policy acceptable to the 
dissidents and the political opponents 
to centralism and ‘Djawanism’, the out- 
look for the nation and therefore for its 
currency would appear bright. But 
the intransigence of the factions in 
control of government is such as to 
discourage hopes for a federalist or less 
centralist set-up in the Archipelago, and 
therefore one has to be very cautious 
in business dealings with Indonesia until 
more political stability has been attain- 
ed. The little civil wars, from Atjeh 
to the Malukus, with insecurity even 
near to the Djakarta-Bandung area, 
with large portions of so important an 
island as Sulawesi under complete con- 
trol of anti-government authorities, 
cannot but exert a baneful influence on 
the economic activities of the people and 
retard development of the rich and so 
promising islands. 


Nevertheless the free market quota- 
tion for the rupiah is far too low, the 
depreciation of the rupiah much over- 
done. The cost of living in Indonesia, 
when computed in terms of the free 
market price of the rupiah, is the 
cheapest in Asia, and therefore a higher 
rate would seem to be justified. There 
is however continuing pressure of flight 


capital and illicit transfer of old invest- 
ments and new profits. Under present 
political circumstances, this trend is 
understandable. It is fully within the 
power of the authorities in Djakarta to 
change this adverse trend by instituting 
eeforms and unifying the nation. 

The present depreciation amounts to 
about 65% of the official rate of the 
rupiah. Hongkong quotes in the free 
market about HK$183 per Rp 100, 
which equals US$3.03. In New York, 
where rupiah transfers are easily ar- 
ranged, the average rate for the last 
few weeks has been Rp 29 to 31 per 
US$. The official parity remains— 
perhaps unnealistically—at Rp 11.40 per 
US$ (= 31.92 per £ and 1.995 per 
HK¢). A purchase of rupiahs on the 
local free market would net the buyer 
about 190% more rupiahs against US$, 
and 170% more against HK$, compared 
to the official parity. 


The local market is well supplied with 
rupiah notes in spite of the allegedly 
strict control measures imposed in In- 
donesia both on the export and import 
of currency. That proves the lack of 
effective control in most ports of the 
Archipelago.. As however much illicit 
trading is carried on from many ports 
in Indonesia, even with the knowledge 
and protection of local and military 
authorities, it is small wonder that the 
overseas free markets, including the 
various black market centres in South- 
east Asia, are adequately supplied with 
rupiahs. Transfers of funds from In- 
donesia to overseas accounts is a simple 
proposition. The principal exchange 
operators are both domiciled and im- 
migrant Chinese who also find buyers 
for illicitly transferred rupiahs in Far 
Eastern markets. 


The gold bullion trade, i.e. unau- 
thorised imports of gold into Indonesia, 
is often connected with the commodity 
markets in the Islands as_ bullion is 
being ‘bartered’ against Indonesian ex- 
port produce. Thus, foreign exchange 
does not accrue to the natural resources 
and so-called essential imports cannot 
easily be financed. On the other hand, 
gold imports are a valuable addition to 
the nationa] community’s wealth though 
such gold is being fabricated into orna- 
ments or is being hoarded which, in 
view of the postwar experiences of the 
population with curiency inflation, need 
not surprise. 


~ GOLD MARKET 


Feb. High .945 Low .945 Macau .99 
4 $269 267 High 2774 
5 267 266% ; 

6 266% 266 276% Low 
xf 266% 266% 
8 266% 266% 
9 266% 26654 


The opening and closing prices here 
were 269 and 2663, and the highest and 
lowest 269 and 266. The market was 
quiet. Interest favoured sellers and 
aggregated 55 HK cents per 10 taels 
of .945 fine. Tradings averaged 6,500 
taels per day and amounted to 39,000 
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taels for the week, in which 13,710 
taels were cash tradings (3,510 taels 
listed and°10,200 taels arranged). Im- 
ports were al] from Macau and amount- 
ed to 15,000 taels; a shipment of 24,000 
fine ounces reached there during the 
week. Exports totalled 12,000  taels 
(5,000 taels to Singapore, 5,000 taels 
to Indonesia, and 2,000 taels to Ran- 
goon). Differences paid for local and 
Macau .99 fine were HK$13 and $12 
respectively per tacl of .945 fine. Cross 
rates were US$37.72—37.70; 16,000 
fine ounces were contracted at 37.70 cif 
Macau. US double eagle old and new 
coins quoted HK$282 and 261 respec- 
tively per coin, English Sovereigns 
HK$59 per coin, and Mexican gold coins 
287 per coin. 


Silver Market: The market was 
steady with 500 taels of bar silver 
traded at HK$5.95 per tael and 400 
dollar coins at HK$3.85 per coin. 
Twenty-cent coins were quoted HK$2.95 
per five coins. 


Money Market: The market was easy 
and quiet; there was not yet any effect 
from the reducing of discount rate 
from 53% to 5% in London. Interest 
on Letters of Credit remained at 6% 
p.a., on overdrafts and short term cre- 
dits at 8% to 10% p.a., and long term 
credits or mortgages at 12% to 15% 
p.a. 
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HONGKONG SHARE 
MARKET 


The market opened bullish after 
Chinese New Year but during midweek 
trading was slower because buyers were 
forcing prices down while selling quota- 
tions for most popular shares remained 
firm. With the exceptions of HK 
Banks, Lights, Electrics, Telephones 
(n), and Cements which registered slight 
dips, other closing quotations were very 
steady. Wharves advanced by $4 under 
strong demand; over 890 shares changed 
hands. Docks gained $1 after the pay- 
ment of $5 bonus. Cotton shares en- 
joyed. keen demand after various com- 
panies reported successful business in 
1956; prices advanced and over 10,000 
Nanyangs and 31,500 Textiles were 
transacted during the week. Interests 
were also centred on Wheelocks, Lands, 
Hotels, Trams, Yaumatis, Cements, 
Dairies and Amal. Rubbers which fluc- 
tuated within narrow limits and closed 
steady to firm towards weekend. Amal. 
Rubbers at 1.525 offered the highest 
annual return of 19.67%. 


Monday: The market opened steady; 
a few counters made slight headway. 
Business amounted to $1 million. 
Tuesday: The market turned dull and 
the turnover amounted to $404,000. 
Cottons were steady with Nanyangs 
tacking on small gains. Wednesday: 
Little interest was displayed on the 
market during the half day session. 
Trading was reduced to $250,000. The 
undertone was a shade easier. Thurs- 
day: Signs of fresh enquiry led to a 
slight improvement in the day’s turn- 
over which amounted to $850,000; 
prices closed fractionally higher.  Fri- 
day: The market ruled steady with 
prices generally well maintained in most 


SINGAPORE SHARE 
MARKET 


January 26—30, 1957 
Markets were steady and there was 
no selling pressure prior to the Chinese 
New Year Holidays. The Industrial 
and Tin share. sections continued to 
provide the bulk of the business. Con- 
solidated Tin Smelter Ords. were in- 
quired for at 31/- while Federal Dis- 
pensary after further sales at $2.20, 
had sellers over at the close. Fraser 
& Neave Ords. came to business at 
$2.273 after $2.25 and Goodwood Park 
Hotel at $1.25. Gammons could have 
been placed at $2.05, W. Hammer & 
Co. were dealt in at $1.70, Henry 
Waugh had extensive sales ranging be- 
tween $1.65 and $1.70, Hongkong 
Banks Colonial at $875 c.d., Hume 
Industries at A.6/6, Malayan Cement 
at $1.70 and Malayan Collieries at 
$1.04, the latter closing in further de- 
mand. McAlisters 


were taken in 
quantity at $2.95 and Metal Box at 
$1.60. Oriental Telephones improved 


to 72/- buyers. Robinson Ords. changed 
hands at $1.60, Sime Darby at $2.13 


gamateds were active. 
amounted to $842,000. 


The turnover 


DIVIDENDS 


A. R. Burkill and Sons (Hongkong) 
Ltd., general managers of Amalgamated 
Rubber Estates Ltd., announced an in- 
terim dividend of eight cents per share 
for the year ending June 30, 1957. 


The Hongkong Telephone Co., Ltd. 
decided to pay dividends of $1.50 per 
“old” share and 75 cents per ‘‘new” 
share in respect of the year ended 
December 31, 1956, together with cash 


sections. Docks, Wharves and Nan- bonuses of 25 cents per “old” share 
yangs edged fractionally higher. Amal- and 123 cents per “new’’ share. 

Annual 
Share Jan. 30 Last Week’s Rate Up & Down Dividend Return 
Highest Lowest Closing in % 
HK Bank 1610 1610 1605 1605 —$5 $80 4.98 
Union’ Ins. 950 b 952.50 950 950 steady $34 3.58 
Lombard ....... 38 89 s 37 b 38 n steady $2 5.26 
Wheelock ..... 6.75 b 6.80 6.75 6.80 steady 75¢ 11.03 
HK Wharf 94 b 98 95 98 +$4 $4 4.08 
eee DOCK: is teas 44.50 45.50 44.50 45.50 +$1 $2 4.39 
Provident ..... 13.30 b 13.50 18.30 13.30 steady $1 1.52 
EAATGL a Metiaa.dis 5 pies 61.50 b 62 61 61.50 steady $3.50 5.69 
PROG CY e a's ai v.si 1.375 b 1.425 1.40 1.40 b +21%¢ 15¢ 10.71 
UEROUPU Saris age: 2/c'= = 15.10 15.20 16.10 15.20 +10¢ $1 6.58 
Pram) We dials vice 23.30 b 23.50 23.30 b 23.40 +10¢ $1.85 7.91 
Star Ferry 142 b 146 8 144 n 144 n steady $9 6.25 
Waumati 4..... 103 104 104 104 +$1 $7.50 yy 
le rsicissis.e.nici0 23.40 23.40 23 23.10 —30¢ $1.10 4.76 
Hlectrie -..... 31.50 31.50 31.25 31.25 —25¢ $2.70 8.64 
Telephone ...... 24.60 24.70 24.40 24.50 b_— steady $1.50 6.12 
MCOMBONG  ~ cinancce 38.75 39 38.60 38.50 —25¢ $2.50 6.49 
Dairy Farm 15.90 16 15.90 16 +10¢ “$1.63 10.19 
Watson x. ciaes 13.80 b 13.90 13.80 s 13.80 s steady $1 7.25 
Yangtsze ....... 6.85 b 6.10 6b 6.10 n +25¢ 710¢ 11.48 
Allied Inv. - 4,85 n 4.85 n 4.85 n 4.85 n steady 25¢ 5.15 
HK & FE Inv. . 9.75 b 9.75 b 9.70 b 9.75 b steady The 7.69 
Amal. Rubber .. 1.525 1.65 1.525 1.525 steady 30¢ 19.67 
Wextilae, Go-s/sie% 4.50 b 4.70 4.60 4.675 +17%4¢ 50¢ 10.69 
Nanyang ...... 7.85 b 8.45 b 8 8.45 b +60¢ 80¢ 9.47 


FAR EASTERN 


Economic REvIEW 


and Singapore Cold Storage at $1.60. 
Singapore Traction Ords. were firmer at 
22/- bid, but Straits Steamship easier at 
$15.80—$16.10. Straits Times were 
transacted at $3.10. United Engineer 
Ords. after declining to $9.30 enjoyed 
strong demand at $9.40. A large volume 
of business passed in Wearnes at $2.85. 


In the Tin section Ampat were 
firmer at 10/6 middle and Aokam active 
with sales up to $1.85 at which more 


were offered. Austral Amalgamated 
after dealings at 21/14 quoted at 
21/14—21/8, while Austral Malay 


changed hands at 46/-. Kay Tin were 
done at 7d. and Kepong at 5/74 and 
5/9. Kuchai after dealings at $2.913 
were enquired for at $2.95. Kuala 
Kampar came to business at 38/3, Larut 
at 8/-, Lower Perak 17/43, Meru at 3/-, 
with sellers over and Petaling at $3.32 
and $3.35. Pungah were available at 
10/3. Rantau taken at $1.77 and $1.773, 
Southern Kinta at 17/6, Sungei Way 
at $1.50 x.c.i. and Tanjong Tin at 
24/33. Tongkah Harbour were with 
buyers at 13/6 sellers asking 14/-. 


Rubbers were neglected for the most 
part. 


A few isolated transactions took 
place in Local Loans, more business 
being hampered by a paucity of sellers 
of the short-dated Issues and the War 
Loans. 
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HONGKONG AND FAR EASTERN TRADE REPORTS 


The local commodity market opened 
firm last week after Chinese New Year 
holidays but transactions were on a 
restrictive scale because demand from 
Korea, SE Asia and other sources was 
centred on a selective number of items 
and buying offers were mostly very low. 
Dealers here were discouraged from 
booking paper, metals and other imports 
from US, UK, Europe, China and Japan 
by the rise in indents. 


Trade with China: Imports from 
China last week included 1,700 tons 
coal and _ substantial quantities of 
vegetables, garlic, poultry and other 
foodstuffs; however, supply of eggs was 
still limited to small quantities. Chinese 
staples and light industrial products 
transhipped here included 200 tons 
beans and oilseeds to Japan and about 
800 tons foodstuffs, paper and other 
products to Indonesia. There were en- 
quiries from China for metals but no 
transactions were concluded. Dealers 
here approached Canton for more 
cement and paper but consignments to 
the local market remained small. 


Trade with Japan: Demand from 
Japan for beans and oilseeds remained 
keen but purchases of scrap iron were 
handicapped by low buying offers from 
Japan and firm prices here. Cargo 
movements. between HK and Japan 
remained active last week. About 10 
vessels arrived from and_ depart- 
ed for Japan; each shipment 
averaged about 400 tons. Scrap iron 
constituted the major portion of out- 
ward cargoes while cotton — textiles, 
rayon products and sundries were prin- 
cipal imports. On trade with China, 
Japanese Economic Minister, Mr. Koichi 
Uda, dismissed the reported US plan to 
clamp rigid control on trade 
with China as “infeasible and impracti- 
cable” and declared that Japan would 
continue to trade with China within 
limits. Export target for 1957 had 
been tentatively set at US$70 m but 
the Minister said that Japan could 
enlarge the scope te $100 m if the pay- 
ment formula could be improved. Ac- 
cording to Tokyo reports, Japan is 
shipping Y160 m worth of construction 
equipment, including 10 units of 15-ton 
bulldozers, to China for exchange of 
coal. The Japanese motor-car indus- 
try however cancelled its project to 
send a market survey mission to China. 
In SE. Asia, Tokyo is organizing joint 
enterprises with various governments 
to develop spinning, auto assembly, 
mining, fishing, and other industries in 
Burma, India, Ceylon, Thailand, the 
Philippines and Cambodia; Japan’s in- 
vestment will amount to approximately 
Y2,400 million. The Asian Society of 
Japan is planning to send about 100 
technicians to Ceylon, Pakistan, Thai- 
land, Singapore and Malaya as the first 
step for technical and economic co- 
operation with these countries. The 
Society, which operates with govern- 
ment subsidy, is also taking care of 


students from SE Asia with the funds 
of the Colombo Plan and ICA to study 
industrial techniques in Japan. With 
North Vietnam, Japan bartered for 


410,000 tons of coal with Japanese 
synthetic fibres, bicycle tubes and 
chemicals. 


Trade with UK and Europe: Imports 
of metals from UK and Europe remain- 
ed heavy. Exports of HK manufactures 
to UK totalled 2,000 tons consisting 
chiefly of cotton textiles, rubber foot- 
wear and enamelware. Large quanti- 
ties of HK plastic products, enamelware 
and toys were also shipped to Europe. 
Exports of Chinese staples to these two 
countries were less. substantial in 
quantity and consisted chiefly of bamboo 
cane, buttons, tea and drawn lace work. 


Trade with US: To stimulate trade 
between HK and US, a 5-member US 
Trade Mission will come here in April 
to meet individual businessmen interest- 
el in expanding the exchange of goods 
and services between the two countries. 
The Mission will be led by Mr. 
Charles F. Boehm, Economic Director 
of US Commerce Department. The 
other 4 members are experts in com- 
mercial counselling and _ information 
and will be in a position to supply 
specific information regarding imports 
from and exports to US. Prior to their 
arrival, the Economic Section of the 
American Consulate here will arrange 
appointments for those who wish to 
meet the group. Exports to US totalled 
2,500 tons last week consisting chiefly 
of cotton textiles, torch, rattanware, 
cotton waste, plastic toys, canned 
food, frozen prawn, citronella oil, cot- 
ton gloves and embroideries. Wooden 
model junks and wooden lamp stands 
made here can now be shipped to US 
if covered by comprehensive certificates 
of origin. Imports from US totalled 
about 2,000 tons; principal items were 
blackplate, tobacco leaves, paper, elec- 
tric appliances, auto-parts, fruits and 
provisions. Washington eased restric- 
tions on exports to HK and allowed ex- 
porters there to ship up to $25 m worth 
of most non-strategic commodities to 
the local market without individual ex- 
port licences. 


Trade with Indonesia: Djakarta ear- 
marked HK$10 million for imports of 
cotton yarn and cloth from here and 
was also considering to sign contracts 
with mills here amounting to US$2.5 
m covering imports of HK cotton tex- 
tiles against payments with US cotton 
—similar contracts amounting to 
US$3.5 m were concluded with local 
mills and executed last year. Orders 
from Djakarta last week also covered 
knitwear, enamelware and paper. Ex- 
ports totalled about 2,000 tons and con- 
sisted chiefly of cotton textiles, rayon 
products, torch, knitwear and enamel- 
ware. 

Trade with Thailand: Large ship- 


ments of Thai rice continued to reach 
here. In return, HK exported over 
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1,000 tons of nails, cellophane, steel 
bars, cement, flour, window glass, paint, 
tea, cotton textiles, torch batteries and 
knitwear; about 50% were Chinese pro- 
ducts. In the local market last week 
Thai traders remained interested in 
structural steels, printing and packing 
paper and vitamin powder. 

Trade with Korea: Enquiries reached 
here last week from Seoul covered flour, 
woollen yarn, paper, chemicals, steel 
plate amd sugar; however most trans- 
actions were still under negotiation 
towards weekend because buying offers 
were Jow. Demand for paper was parti- 
cularly strong but dealers here found 
it difficult to meet the counter-offers 
from Seoul because replenishment cost 
had further advanced. Seoul was con- 
sidering to negotiate with Vienna for 
the conclusion of a diplomatic and trade 
agreement between North Korea and 
Austria. Korea’s purchases of Austrian 
paper in the local market would be 
affected if Seoul imports this item 
direct from Austria after the signing of 
the proposed trade agreement. 

Trade with Taiwan: About 1,500 tons 
of sugar reached here from Taiwan last 
week together with substantial quanti- 
ties of camphor board, ginger, starch, 
live hogs, tea and citronella oil. Exports 
to Taiwan totalled 1,500 tons and con- 
sisted chiefly of rubber, stee] bars, tyres 
and herb medicines, chemicals and dye- 
stuffs. There was neither any offer 
from Taipei for new supplies of sugar 
nor any order for various items from 
the local market last week. In Rome, 
Taiwan Foreign Minister and _ Italian 
Foreign Secretary exchanged notes on 
the increase of trade between the two 
countries covering Taiwan tea, cam- 
phor, jute and other staples against 
Italian thread and textiles of artificial 
fibres and cotton, woollen goods and 


textiles, machinery, cars, tyres and 
other exports. 
Trade with Malaya: Exports of 


fruits, foodstuffs, cement, sugar, herb 
medicines, provisions and HK manufac- 
tured goods to Singapore and _ other 
Malayan ports totalled 4,000 tons last 
week. Imports amounted to only about 
1,000 tons and consisted chiefly of auto- 
parts, cow hide, charcoal and firewood. 
It is believed that Indonesia is still 
procuring from Singapore substantial 
quantities of HK products, especially 
torch batteries, which Djakarta pro- 
hibits direct imports from HK. 

Trade with the Philippines: Manila 
shipped here 4,000 tons of brown sugar 
last week. Another 5,000 tons of sugar 
were still under negotiation. Exports 
consisted of smal] quantities of cotton 
textiles, machinery, and HK manmftac- 
tured Chinese-style foodstuffs. There 
were also enquiries from Manila for 
structural steels, cement and other con- 


struction materials as well as for 
various industrial supplies. 
Trade . with Cambodia, Laos and 


Vietnam: , There were many enquiries 
from Cambodia and South Vietnam for 
paper, chemicals and pharmaceuticals; 
however transactions concluded cover- 
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ed only small quantities of a selective 
number of items. No direct dealings 
between HK and Laos were reported 
last week. Trade with North Vietnam 
also slowed down; Haiphong suspended 
shipments of woodoil to the local market 
on account of supply shortage there. 

Trade with Pakistan and_ India: 
Imports came chiefly from Pakistan and 
cotton yarn constituted the major por- 
tion of these shipments. Exports to 
India totalled about 1,300 tons consist- 
ing mainly of Chinese paper, cassia 
and other staples and light industria] 
products. 

Trade with Burma: Rangoon sent 
here 500 tons of beans and cotton and 
bought in return, cotton textiles of 
HK, Japanese anc Chinese origins in 
addition to old newspapers and bottles; 
about 1,000 tons were shipped there 
last week. There were also enquiries 
from Rangoon for paper, machinery and 
window glass. 

Trade with Africa: 1,000 tons of 
cotton and a consignment of groundnut 
oil and ivory arrived from East Africa. 
Exports included 1,000 tons enamel- 
ware, cotton textiles, and rayon yarn 
to West Africa and 1,500 tons enamel- 
ware and other HK products to South 
Africa. There were also. enquiries 
from West Africa for children’s gar- 
ments and printed cloth. 


Trade with Australia: Imports of 
wooltops, wheat, wheat flour, sugar, 
cow hide, dairy cows and ponies from 
Australia last week totalled 3,200 tons. 
In return, HK shipped there only about 
300 tons of woodoil, cotton textiles, 
vacuum flasks and plastic products. Ex- 
porters here are expecting more orders 
from Australia this year for HK pro- 
ducts. 


Trade with the Middle East: Over 
1,900 tons of HK products consisting 
chiefly of enamelware, toreh, aluminum- 
ware and textiles were shipped to Red 
Sea ports. There are still not enough 
ships sailing from here to the Middle 
East; only Japanese vessels are calling 
are Massaua, Port Sudan, and 
idda. 


China Produce: Interests were cen- 
tred on a selective number of items and 
quantities involved were small. Prices 
however were firm because most items 
were short in stock including cassia 
which was favoured by India and 
Pakistan; sesame, maize groundnut 
kernel, woodoil and beans absorbed 
by Japan; and dried chilli which re- 
tained strong demand from Singapore, 
Ceylon and the Middle East. The mar- 
ket closed firm. 


Metals: In spite of the heavy arrival 
of metals, especially iron bars, pipes 
and plates, prices in the local market 
were firm last week on account of the 
increased European indents and strong 
local demand for structural steels and 
factory items. Speculative buying was 
particularly keen in round bars. There 
were also enquiries from China for 
round bars, black plate and mild steel 
plate cuttings but buying offers were 


very low. Dealers here did. not make any 
new bookings from Europe because 
many new indents were higher than 
local market levels and delivery. dates 
were very remote—February and 
March forwards had been fully booked 
up by Japan. 

Paper: Following the rise in Euro- 
pean indents, US; UK, Japanese and 
Chinese quotations for popular items 
were also marked up. Korea remained 
the No. 1 buyer for newsprint, wvod- 
free printing, sulphite, cellophane, 
glassine, aluminum foil and duplex 
board; transactions however were handi- 
capped by low buying offers from Seoul 
and short stocks here. Prices were 
also stimulated by enquiries from Indo- 
nesia, Cambodia and Thailand for 
poster, kraft, tissue, manifold, grease 
proof, flint and straw board in addi- 
tion to items favoured by Korea. 

Industrial Chemicals: Trading was 
slow but prices firm. There were more 
enquiries than orders from Korea for 
sodium bicarbonate, sodium peroxide, 
acetic acid, calcium carbonate, tanning 
extract, formalin, lithopone and urea: 
from Cambodia for ferrous sulphate 
and zine oxide; and from Vietnam for 
sodium nitrate, ammonium bicarbonate 
and magnesium carbonate. 


Pharmaceuticals: The market was 
quiet and registered only small turn- 
overs in popular items including peni- 
cillin oil injections, aureomycin capsuls, 
dihydrostreptomycin, saccharine crystal, 
quinine, and vitamin Bl powder. Prin- 
cipal buyers were Korea, Vietnam, 
Thailand and Indonesia. 

Cotton Piece Goods and Yarn: HK 
grey and drill were short in spot goods 
because most factories here were fully 
booked up by orders from UK, Indo- 
nesia and other sources till September 
this year. Burma therefore turned to 
Chinese and Japanese products. Chinese 
grey and drill were also favoured by 
Indonesia while Japanese grey absorbed 
by Cambodia. Local shirt factories 
bought substantial quantities of 
Japanese white shirting. HK yarn 
was also short in stock. Forwards ad- 
vanced especially after factories here 
had won the tender for the supply of 
4,000 bales of yarn to Burma and re- 
ceived enquiries from Indonesia for 
US$2.5 m worth of cotton textiles. 
Pakistan products, too, firmed up in 
spite of heavy stock. Japanese yarn 
however was sluggish. 

Rice: The market registered normal 
local consumption. Supply from Thai- 
land remained heavy. Cambodia, too, 
shipped rice to the local market. Prices 
were steady. 


Wheat Flour: American brands at- 
tracted speculative buying when prices 
were depressed by heavy stock. Cana- 
dian products also eased under new ar- 
rivals. Australian brands were steady 
on better local demand while HK prv- 
ducts were fimm on strong local demand 
and enquiries from Burma. 

Sugar: Imports during the week in- 
cluded 1,500 tons from Taiwan and 
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4,000 tons from the Philippines. Prices 
here eased especially after quotations in 
international sugar markets had dipped. 
HK products were barely steady on 
local demand and enquiries from Korea. 
Demand from Singapore was weaker. 

Cement: HK products were very firm 
due to strong local. demand and cur- 
tailed supply of Japanese and Chinese 
brands. Indents from Tokyo advanced 
to $122 per ton cif HK for March/April 
shipments. Japan shipped 300,000 tons 
of cement to China last year and more 
will be sent to China this year. India 
and the Middle East also bought large 
quantities of cement from Japan. In 
the local market, spot goods went up 
to $125 per ton. Chinese cement also 
advanced to the ‘level of Japanese 
brands. 


Eggs: Second shipment of fresh hen 
eggs from Japan reached here last 
week. Retail price remained at $1 for 
3 to 4 pes. There were also limited 
imports from China and Thailand; 
wholesale prices were about $168-$217 
per 1,000 pes. 

Kerosene: Shell, Standard-Vacuum 
and Caltex marked up the price for 
kerosene by 5c per gallon on account 
of the increased freight rates. 

Coal: Competition between Japanese 
and Chinese coal is growing in the 
local market. Imports from China 
last week totalled 1,700 tons and from 
Japan, 1,000 tons. Wholesale prices 
here were about $106 per ton for 
Chinese coal and about $112 per ton 
for Japanese products. Reports from 
Tokyo disclosed that Japan were buy- 
ing coal from Peking and Haiphong 
against exports of machinery to China 
and of chemicals and other supplies 
to North Vietnam. : 

Aluminum Ware: 
minumware factories here appointed 
the Hongkong Aluminum Manufac- 
turers Company as their sole export 
agents for the purpose of standardiz- 
ing the quality of their products as 
well as the prices for various specifica- 
tions and grades. 

January Trade Figures: The provi- 
sional trade figures for January are as 
follows: Total Trade—$783,186,169; 
Imports—$477,898,141; Exports— 
$305,288,028. Compared with those 
for January last year, imports were 
$92.4 m higher and exports $54.1 m 
better. 


Six leading alu- 


